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ADAM SMITH: MORALIST AND PHILOSOPHER* 


Once upon a time there was a man who read the Wealth of 
Nations; not a summary, nor a volume of selected passages, but 
the Wealth of Nations itself. He began with the Introduction, 
he read the famous first chapter on the division of labor, the 
chapters on the origin and use of money, the prices of commodi- 
ties, the wages of labor, the profits of stock, the rent of land, and 
all the other well-known economic portions of the first book, not 
omitting the long digression on the fluctuation in the value of 
silver during the last four centuries, and the statistical tables at 
the end. Having completed the first book he went on to the sec- 
ond, not deterred by the fact that it is supposed to contain an 
erroneous theory of capital and an untenable distinction be- 
tween productive and unproductive labor. In Book III he found 
an account of the economic development of Europe since the 
fall of the Roman Empire, with digressions upon various phases 
of medieval life and civilization. In the fourth book he came 
upon extended analyses and criticisms of the commercial and 
colonial policies of European nations, and a whole battery of 
free-trade arguments. Finally he attacked the long conclud- 
ing book on the revenue of the sovereign. Here he found even 

*Lecture delivered at the University of Chicago on January 28, 1927, in a 


series commemorative of the one hundred and fiftieth anniversary of the publica- 
tion of the Wealth of Nations. 
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more varied and unexpected matters: an account of the different 
methods of defense and of administering justice in primitive so- 
cieties, and of the origin and growth of standing armies in 
Europe; a history of education in the Middle Ages and a criticism 
of eighteenth-century universities; a history of the temporal 
power of the church, of the growth of public debts in modern na- 
tions, of the mode of electing bishops in the ancient church; re- 
flections upon the disadvantages of the division of labor, and— 
what is the main purpose of the book—an examination of prin- 
ciples of taxation and of systems of public revenue. Time is too 
short to enumerate all that he found here before he finally came 
to the concluding paragraphs, written during the opening events 
of the American Revolution, concerning the duty of colonies to 
contribute toward the expenses of the mother-country. 

Now of course I may have exaggerated somewhat. There 
probably never was any such man. But what I have said remains 
hypothetically, if not categorically, true. If there had been such 
a man, with the leisure and the industry, with the dogged per- 
severance and the freedom from doctrinal obsessions to follow 
the work of this great thinker to the very end, he would have 
found all that I have described. And at the conclusion of his 
reading he would have paused to reflect: This an economic 
work? It is far more than that; it is a history and a criticism of 
all European civilization. 

And I think he would have been right. How absurd to think 
of the author of the Wealth of Nations as interested only in the 
wealth of nations! Adam Smith’s great work is more than a 
treatise on economics; it is a philosophical work, in that sense of 
the word “philosophy” which has almost passed out of usage in 
the last hundred years. It is a philosophical work in that it deals 
with broad problems of human welfare, and deals with them in 
a reasoned and unprejudiced manner. Adam Smith had a tre- 
mendous breadth of interest, and his attention is attracted by 
the most diverse and seemingly the most insignificant facts. But 
this is not all. It takes more than breadth of interest, or variety 
of facts, to make a philosophy. Facts must be bound by the tie 
of the cause, as Plato says; they must be systematized; they 
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must be held, not for their own sakes, but for the principles they 
disclose; only then do they constitute true knowledge, whether 
scientific or philosophical. Adam Smith does not obtrude his 
principles, he does not expound them dogmatically and ab- 
stractly, he does not let them override his facts; but the prin- 
ciples are there just the same—economic principles, ethical prin- 
ciples, principles of jurisprudence, even principles of theology. 
A candid and comprehensive inquiry, enlightened by principles 
and inspired by concern for human welfare, the Wealth of Na- 
tions has every claim to be called a philosophical work. 

I want to formulate briefly here some of the philosophical 
principles which run through the Wealth of Nations. I wish I 
had the skill of Adam Smith himself, so that I could present 
them in his own empirical persuasive fashion. But lacking that, 
I must necessarily present them somewhat bluntly and abstract- 
ly, in all their skeletal bareness, and it will be something, I sup- 
pose, if we succeed in distinguishing the members and finding 
the articulations without blundering. 

Adam Smith was no metaphysician. The eighteenth century 
was not a metaphysical one, and Adam Smith was one of the 
least metaphysical persons of his century. Perhaps, however, we 
should only say that he avoided metaphysics in his two great 
works; for, like Socrates with respect to physical science, he was 
himself not unversed in these inquiries which he avoided. His 
first appointment at the University of Glasgow was to the chair 
of logic and metaphysics, and a part of his inaugural address is 
still preserved ;* it bore the title “De Origine Idearum,” and was 
concerned, among other things, with an examination of the Pla- 
tonic doctrine of ideas. But Smith was shortly transferred to the 
chair of moral philosophy, and there is no reason to doubt that 
it was a transfer thoroughly to his liking. This latter position he 
held for twelve years. We know something of the way he con- 
ceived and taught moral philosophy during this period. His 
predecessor and former teacher, Francis Hutcheson, had divided 
moral philosophy into four branches, viz., natural, theology, 


*In the essay, “The History of the Ancient Logic and Metaphysics,” in the 
posthumous Essays on Philosophical Subjects. 
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ethics, jurisprudence, and political economy; and Adam Smith, 
so his earliest biographer tells us, followed this same classifica- 
tion in his university lectures. The two works on which his 
fame chiefly rests, the Theory of Moral Sentiments, and the 
Inquiry into the Nature and Causes of the Wealth of Nations, 
are the fruit of his studies in two of these divisions; the Moral 
Sentiments probably contains the content of the lectures on 
ethics, while the Wealth of Nations, contains the material of 
the fourth part of his lectures, elaborated, developed, and en- 
riched by the reflections of seventeen years of travel and retire- 
ment. In the later years of his life he was also reported to be en- 
gaged upon another work, which, judging from some hints in 
the Moral Sentiments, was probably a treatise on jurisprudence 
after the manner of Montesquieu; but the materials which he 
had collected for this work were destroyed at his own order 
shortly before his death. 

That there was a unity of spirit and aim in Adam Smith’s 
treatment of these separate divisions of moral philosophy cannot 
be doubted. He had no use for the kind of moral philosophy 
taught in the medieval universities and still persisting in some 
quarters in the eighteenth century. This philosophy, as he saw 
it, was chiefly concerned with the rewards and penalties of a 
future life, and looked upon virtue as inconsistent with happi- 
ness in this world; it was casuistical in its method and ascetic in 
its aim—in short, a thoroughly perverted form of moral phi- 
losophy. It was a form of moral philosophy, moreover, which 
was hard to reconcile with the material prosperity that the Euro- 
pean nations were beginning to enjoy. The famous Dr. Mande- 
ville, in his Fable of the Bees, or Private Vices Public Benefits, 
had made much of this opposition between the moral standards 
which the modern world had inherited from the Middle Ages, 
and the practices by which it got its wealth. The vices of men, 
said Mandeville—luxury, ambition, desire for worldly gain in 
all its forms—are the causes of the wealth of modern times. 
Self-denial, which is the only true virtue, is generally acknowl- 
edged, but fortunately not generally practiced; for if it were, 
the present era of material progress would soon come to an end. 
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The Fable of the Bees made a great stir in the eighteenth cen- 
tury, and was thought worthy of an answer by Bishop Berkeley, 
and William Law, and by almost every other writer of impor- 
tance in the century. Adam Smith sees with Mandeville the con- 
flict between an ethics of complete self-denial and the material 
prosperity of modern times. But he insists that the moral phi- 
losophy which would make virtue consist in complete self-denial 
is a perversion of the true doctrine. The true moral philosophy 
is concerned with human happiness and welfare in this world, 
and it conceives of no opposition between the demands of this 
world and the demands of perfect morality. Its object is to de- 
termine “wherein consists the happiness and perfection of a 
man, not only as an individual, but as a member of a family, of a 
state, and of the great society of mankind.’” In this fine and 
inclusive statement, Adam Smith’s moral philosophy exhibits its 
sharp divergence from all ascetic theories, and its willingness to 
cope with the problems of human welfare in all the concrete con- 
ditions of the modern world. 

There are other elements in Adam Smith’s moral philosophy 
which differentiate it sharply from the orthodox moral philoso- 
phy of preceding centuries. The eighteenth century may be said 
to mark the culminating point in the movement of the modern 
world away from the social and moral order of the Middle Ages. 
It was an age of criticism, consciously and ruthlessly directed 
against the lingering structures of the medieval system. The 
political liberalism, the religious liberalism, and the economic 
liberalism of the eighteenth century were merely separate mani- 
festations of one and the same attempt to break down the older 
institutional forms and set free human energies and allow satis- 
faction to human aspirations that could no longer find expres- 
sion in those forms. Liberalism in all its manifestations was es- 
sentially a doctrine of the rights of the individual, and a criti- 
cism of the claims of existing institutions to regulate his activity. 
Individual liberty, in politics, in religion, in industry, was felt to 
be the first and sometimes the only thing necessary for the intro- 


*>Wealth of Nations, II, 259. This and the following references are to the 
edition of Edwin Cannan, London, 1904. 
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duction of a better social and political order. Other ages have 
perhaps appreciated more fully the meaning of individuality, 
but no age ever desired or fought for it with greater zeal than the 
century of Voltaire, Rousseau, and Adam Smith. 

This individualism characteristic of the century finds a 
prominent place in Adam Smith’s moral philosophy. It appears 
in the Wealth of Nations not only as a protest against the sys- 
tem of government regulation in industry and an appeal for free- 
dom of trade and commerce; but also in another guise which has 
frequently caused much concern to moralists, viz., in the empha- 
sis which Adam Smith places upon the activity of self-interest in 
the economic order. The prosperity of a nation can best be ad- 
vanced, according to Smith, by allowing each individual to pur- 
sue his own interests as he sees them. The strongest and the sur- 
est motive operating in economic relations is this “uniform, con- 
stant, and uninterrupted effort of every man to better his condi- 
tion.” “It is not from the benevolence of the butcher, the brewer, 
or the baker that we expect our dinner, but from their regard 
to their own interest. We address ourselves, not to their human- 
ity, but to their self-love, and never talk to them of our own 
necessities, but of their advantages.’”* Here we have the theme 
which is elaborated and developed and repeated with variations 
throughout the Wealth of Nations. Of course Adam Smith does 
not intend to represent self-love or self-interest as the only mo- 
tive which ever actuates men. He recognizes in the Wealth of 
Nations other “passions” as occasionally responsible for eco- 
nomic conditions. He recognizes also that self-interest is stronger 
in some men than it is in others, and that all men may miscon- 
ceive their interests and act contrary to them. But with these 
reservations, Adam Smith regards self-interest as the basis of 
the economic order, and as the main psychological factor in in- 
dustrial prosperity. 

This seeming glorification of self-love has been a stumbling- 
block to many admirers of Adam Smith, who have tried to mini- 
mize the extent to which he relied upon this explanatory prin- 
ciple in his economic work. It is sometimes necessary to know 


* Op. cit., I, 16. 
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the truth, however, even about our heroes; and if we examine 
the Wealth of Nations with this question in mind, we shall find 
that Smith applies this principle of explanation almost univer- 
sally, both to the fundamental traits of the economic order and 
to the variety of detail. The two main causes of the productivity 
of modern industry are the division of labor and the accumu- 
lation of capital. Self-interest is the explanation of both these 
key facts. The individual finds it more to his interest to exercise 
his strength and develop his skill in one occupation and ex- 
change the surplus of what he produces for the products of other 
men’s skill than to attempt to supply all his various needs by the 
labor of his own hands; hence the division of labor. Likewise 
the accumulation of capital: “The principle which prompts to 
save is the desire of bettering our condition, a desire which, 
though generally calm and dispassionate, comes with us from 
the womb and never leaves us until we go into the grave.’* Thus 
by following his own interest, as the individual sees it, he is fur- 
thering the progress of his neighbors and his nation toward 
wealth and prosperity. Directly growing out of the division of 
labor are all the facts of exchange. The invention of money, the 
variations in the price of labor, of rent, and of commodities are 
all explained by the higgling of self-interested individuals, each 
unwilling to pay more than is necessary for what he wants, or to 
sell for less than he can get. So when capital has been accumu- 
lated, its employment is regulated in every case by the prospec- 
tive profits to the owner, and not by any concern for the public 
welfare. 

But I need not multiply illustrations from these familiar eco- 
nomic doctrines. Other more striking cases can be found in 
which Adam Smith introduces the principle of self-interest as an 
explanation of facts usually regarded as outside the sphere of 
economic rivalry. England had an admirable system of justice 
in the eighteenth century—at least so Adam Smith thought— 
and the cause of its efficiency, he says, is the ancient system of 
maintaining the courts by fees collected from the parties at 
law; for under this system of competition “each court endeav- 


* Op. cit., I, 323. 
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ored, by superior dispatch and impartiality, to draw to itself as 
many cases as it could.’”” In contrast with the courts, the Eng- 
lish universities of the eighteenth century were centers of indo- 
lence and intellectual apathy, and had almost ceased to function 
as educational agencies. The cause of this deplorable state of 
affairs, which Smith had abundant opportunity to observe dur- 
ing his six years at Oxford, was the presence of great endow- 
ments and the lack of competitive conditions to stimulate the ac- 
tivity of self-interest among the professors. 

It is the interest of every man to live as much at his ease as he can; 
and if his emoluments are to be precisely the same, whether he does or does 
not perform some very laborious duty, it is certainly his interest, at least as 
interest is vulgarly understood, either to neglect it altogether or, if he is sub- 
ject to some authority which will not suffer him to do this, to perform it in 
as careless and slovenly a manner as that authority will permit. If he is 
naturally active and a lover of labor, it is his interest to employ that activity 
in any way from which he can derive some advantage, rather than in the 
performance of his duty, from which he can derive none.® 


Contrast with this the efficiency of the teachers in ancient 
Greece, whose talents were developed through the effort to at- 
tract as many students as possible. Likewise, Adam Smith 
thinks that the industry and zeal of the inferior Catholic clergy 
are in most cases superior to those of the Protestant clergy, for 
the reason that they depend upon the voluntary contributions of 
their hearers rather than upon a fund provided by the state or 
upon endowments.’ Here, then, are three classes of men—the 
judge, the university professor, the priest—in whom the motive 
of self-interest is in general more efficacious than the sense of 
duty. It sometimes seems as if Smith could see no other real 
explanation of human activity. When the Quakers of Pennsyl- 
vania set free their slaves, we can be sure, Smith says, that the 
number of these slaves was not very great. Had they made any 
considerable part of their property, such a resolution could 
never have been agreed to. And even then they were set free 
only because slave labor was unprofitable in that corn-growing 
colony.® 

* Op. cit., II, 212. * Op. cit., II, 274, 275. 

* Op. cit., II, 250. * Op. cit., I, 365. 
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This is not all. Adam Smith not only represents self-interest 
as the usual and most powerful motive in economic activity, but 
by showing that economic institutions arise naturally, i.e., spon- 
taneously, through the operation of this principle in human na- 
ture, and that they are socially useful in proportion to the de- 
gree to which they have been allowed to arise naturally, i.e., 
through the operation of self-interest, he represents self-interest 
as the motive which should actuate men in their economic rela- 
tions. He even deprecates reliance upon any other motive. “I 
have never known much good done,” he says, “by those who 
affected to trade for the public good. It is an affectation, indeed, 
not very common among merchants, and very few words need 
be employed in dissuading them from it.’” 

In view of these passages we can understand why Ruskin re- 
ferred to Adam Smith as “the half-bred and half-witted Scotch- 
man who taught the deliberate blasphemy: ‘Thou shalt hate the 
Lord, thy God, damn his law, and covet thy neighbor’s goods.’ ” 
Other critics, with less talent for denunciation and more concern 
for understanding Smith, have pointed out that the picture of 
human nature presented in the Wealth of Nations is seemingly 
inconsistent with the viewpoint of his other great work, the The- 
ory of Moral Sentiments. In this work, published seventeen 
years before, Smith aligns himself with Hutcheson and Shaftes- 
bury, the “benevolent” moralists, in opposition to the egoistic 
ethics of Hobbes and Mandeville, who asserted that the only 
motive of human activity is self-love. Consequently it has been 
maintained that the two works represent different stages of 
Adam Smith’s own development: the Moral Sentiments an ear- 
lier, altruistic stage; the Wealth of Nations, a later, cynical, ma- 
terialistic stage, in which altruism has been replaced by selfish- 
ness, and virtue by material wealth. Those who found this ex- 
planation satisfactory also found no difficulty in assigning the 
cause of this change to Smith’s residence in France during the 
years 1764-66. According to this ingenious view, these three 
years in France not only gave Smith his most important econom- 
ic ideas, through his contact with Turgot and the Physiocrats, 


* Op. cit., I, 421. 
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but also, through his friendship with Voltaire, Diderot, d’Alem- 
bert, and other leaders of the French Enlightenment, changed 
him from an idealist to a materialist. Unfortunately for this the- 
ory, which was quite popular in the later nineteenth century, 
there was discovered some thirty years ago a manuscript copy 
of a set of notes taken down by a student of Smith’s at Glasgow 
in the year 1763, the very last year of his professorship. These 
notes of Smith’s lectures enable us to ascertain definitely the 
economic doctrines taught by him before he came in personal 
contact with the Physiocrats, and to determine the precise na- 
ture of his indebtedness to the French thinkers. Cannan, who 
edited these lecture notes, has made quite clear, in the introduc- 
tion to this volume and in the introduction to his edition of the 
Wealth of Nations, the elements of Smith’s economic theory 
which he owed to the Physiocrats. In general, this indebtedness 
is much less than was formerly supposed. The theory of stock 
or capital in Book II, the theory of unproductive labor, and 
perhaps the doctrine of distribution, were borrowed from Phys- 
iocratic theory; but his economic liberalism, his doctrine of the 
division of labor, and—what is most to the point here—his view 
of the primary réle played by self-interest in the economic order 
—these doctrines were taught by Smith before going to France. 
It is therefore impossible to suppose that he underwent a radical 
change of view between the period of the professorship at Glas- 
gow and the appearance of the Wealth of Nations. 

In fact, if those who believed there was a discrepancy be- 
tween the Moral Sentiments and the Wealth of Nations had but 
taken the pains to consult the former work thoroughly, a great 
deal of this alleged discrepancy would have disappeared. It is 
true that in the Moral Sentiments Adam Smith opposes the ego- 
istic doctrine that man acts only from self-love, and exalts be- 
nevolence as the highest virtue. But there are other, inferior 
virtues recognized, such as prudence, frugality, industry, self- 
reliance. These virtues must be restrained and regulated by jus- 
tice, but when so regulated they are conducive to the welfare of 
the general public as well as of the individual. The important 
consideration is that these self-interested activities must be reg- 
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ulated by justice. Very little is said in the Wealth of Nations 
about the principles of justice (that was to have been the subject 
of Adam Smith’s projected work on jurisprudence); but justice 
is of course always presupposed as necessary for the existence of 
nations at all, especially of wealthy nations. Justice is, in fact, 
so very important that its administration is one of the three 
duties which Smith intrusts to the sovereign. In short, unregu- 
lated self-interest is no more advocated in the Wealth of Na- 
tions than it is in the Moral Sentiments, whereas in the latter 
work the moral value of the inferior virtues, when properly reg- 
ulated, is fully recognized. 

Adam Smith’s employment of self-interest in the Wealth of 
Nations, then, does not mean either that he regarded self-love as 
the only actuating principle in human nature, or that he recom- 
mended unrestrained selfishness as the best means of promoting 
public wealth. It merely means that Smith was preaching, in 
the economic world, the same gospel of individual rights and in- 
dividual liberty which in one form or another was the burden of 
eighteenth-century social thought. It expresses his faith in the 
value of the individual and in the importance of freeing the indi- 
vidual man from the fetters of outworn economic institutions. 
If Smith had lived to complete his work on jurisprudence we 
might have seen a similar application of his individualistic prin- 
ciples to the subject of law and political institutions. As it is, we 
have evidence of his warm sympathy for the political and reli- 
gious liberalism of the Continent. He was ever a devoted ad- 
mirer of Voltaire, and he followed the development of Rous- 
seau’s thought with the greatest interest. He was far from shar- 
ing the political conservatism of the French Physiocrats, with 
whose economic liberalism he was, of course, in entire sympa- 
thy. They were distinctly of the old régime, and believed that 
the ordre naturel could only be instituted and maintained in op- 
eration through the absolute power of an enlightened few. But 
Smith was as convinced a believer in equality as any revolution- 
ary leader. ‘The difference between the most dissimilar charac- 
ters, between a philosopher and a common street porter, for ex- 
ample, seems to arise not so much from nature as from habit, 
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custom, and education.’”*® In the main, it is dissimilarity of oc- 
cupation which occasions the diversity of character. Plato, it 
will be remembered, had precisely the opposite opinion: it is 
difference of nature which makes possible the division of labor 
and the dissimilarity of occupation. Plato’s view is probably the 
truer, but Adam Smith’s is more characteristic of his century. 
It is this natural similarity and equality of all individuals that 
furnishes the basis for one of the theories of value found in the 
Wealth of Nations. If all individuals are naturally alike, it fol- 
lows that “equal quantities of labor, at all times and places, may 
be said to be of equal value to the laborer.” Hence “labor is the 
real measure of the exchangeable value of all commodities.” 
Smith seems to have felt, like the writers of the Declaration of 
Independence and the Declaration of the Rights of Man, that 
in the conception of abstract individuals he had reached entities 
as absolute and irreducible as the atoms of the physical world 
were then thought to be. 

There is another element besides individualism involved in 
Adam Smith’s doctrine of self-interest. This is the conception 
of a rational or natural social order, in which there is a com- 
plete reconciliation of the interests of the individual and the in- 
terests of the society. This natural order is not merely an ideal 
for future realization, but an order which Smith conceived of as 
actually existing in every society, though not fully realized in 
his day because of the unwise restrictions of governments. To 
realize the natural order in its fulness it is necessary only to re- 
move these restrictions, and restore the conditions of free com- 
petition, the system of natural liberty. “All systems of prefer- 
ence or of restraint, therefore, being thus completely taken 
away, the obvious and simple system of natural liberty estab- 
lishes itself of its own accord.””* In calling this order “natural,” 
Smith means to say that it is superior to human contrivance, and 
expresses the ultimate and rational foundation of things. It 
may be hindered by the unwise tinkering of governments; but 
it can never be completely destroyed. 


* Op. cit., I, 17. * Op. cit., I, 32, 35. * Op. cit., I, 184. 
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In the political body the natural effort which every man is continually 
making to better his condition is a principle of preservation capable of pre- 
venting and correcting, in many respects, the bad effects of a political econ- 
omy in some degree both partial and oppressive. In the political body the 
wisdom of nature has fortunately made ample provision for remedying 
many of the bad effects of the folly and injustice of man, in the same man- 
ner as it has done in the natural body for remedying those of his sloth and 
intemperance.1% 


Adam Smith’s reasons for believing in the reality of this 
“natural order” were partly empirical, but mainly, it is safe to 
say, a priori. Experience shows many instances of the socially 
beneficent results that come from individual enterprise carried 
on without any thought of public gain: the employment of stock 
in the production or procurement of the commodities most need- 
ed; the diversion of labor into occupations most highly paid and 
therefore most in demand by the society; and, underlying all 
these exchange aspects of the economic order, the primary im- 
pulse to appropriate and utilize the material goods and the 
forces of nature for the satisfaction of human desires. But 
Adam Smith clearly saw the reverse side of the medallion: the 
cases in which the interests of certain groups, e.g., the merchants 
and manufacturers, are contrary to the public interest; and 
those cases of enterprises necessary for the public good, such 
as the maintenance of justice and the construction of public 
works, “which it can never be for the interest of any individual, 
or small number of individuals, to erect and maintain.”** The 
empirical evidence is therefore far from conclusive. The real 
foundation for Adam Smith’s faith in the ultimate harmony of 
the conflicting interests of individuals is to be found in his theol- 
ogy. As I have said before, natural theology constituted the pri- 
mary division of moral philosophy as it was taught at Glasgow 
by Smith. We have no systematic exposition of this part of his 
lectures, nor have we any indication that he ever contemplated 
writing on the subject at all. About all that we know of him in 
this connection is the statement in Dugald Stewart’s memoir of 
Smith that in these lectures he considered the proofs of the exist- 
ence and attributes of God, and those principles of the human 


* Op. cit., II, 172. * Op. cit., II, 185. 
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mind on which religion is founded. We can supplement this 
meager description both with fragmentary passages from 
Smith’s works and with what we know to have been character- 
istic of natural theology in the eighteenth century. Natural 
theology, as then conceived, dealt with those universal religious 
truths which underlie all positive religions and can be discovered 
by the human reason independently of a divine revelation: such 
truths, for instance, as the existence of God and the moral gov- 
ernment of the world. The chief concern of natural theology was 
to furnish a foundation for morality independent of positive 
religion; with religion in the popular sense it had nothing to do. 
Like most of his contemporaries, we find Adam Smith, in the 
Moral Sentiments, relying upon natural theology as a support 
for moral principles, and at the same time deprecating anything 
that savors of religious zeal or enthusiasm as excrescences upon, 
or perversions of, the true religion. Smith was by no means a 
sectarian. The public interests, he thinks, are best promoted by 
an equal and impartial toleration of all sects; for the competition 
of these different sects with one another will “probably reduce 
the doctrine of the greater part of them to that pure and rational 
religion, free from every mixture of absurdity, imposture, or 
fanaticism, such as wise men in all ages of the world have wished 
to see established.’’** 

In accordance with this theology, Adam Smith looks upon 
social and economic institutions as the product of a power be- 
yond human power, of a reason which human reason can fathom 
but cannot imitate. He speaks with awe of “the great, the im- 
mense fabric of human society, that fabric which to raise and 
support seems in this world, if I may say so, to have been the 
darling care of Nature.’*® (Nature, spelt with a capital J, 
equals God.) He sees the working of an invisible hand in the 
action of self-interested individuals. Providence divided the 
earth among a few lordly masters, and these are “led by an in- 
visible hand to make nearly the same distribution of the neces- 
saries of life, which would have been made had the earth been 

* Op. cit., II, 278. 

%® Moral Sentiments, Pt. II, Sec. II, chap. iii. 
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divided into equal portions among all its inhabitants; and thus, 
without intending it, without knowing it, advance the interests 
of society.’*’ Likewise the capitalist, in preferring domestic to 
foreign industry, and in directing that industry most profitably, 
is “led by an invisible hand to promote an end which was no part 
of his intention,” viz., the public good.** 

This reliance upon the invisible hand, this appeal to a natu- 
ral order which maintains itself in and through the activity of 
self-seeking individuals, has frequently been regarded as a de- 
fect in Smith’s thought, at least in his scientific thought. Cer- 
tainly it is an expression of the eighteenth-century faith in the 
beneficent harmony and the ultimate rationality of things. But 
besides expressing in concrete form this faith in the processes 
of nature, Adam Smith’s doctrine has great significance in an- 
other direction: it is an effort to think of the social order as a 
genuine organic unity, with principles of structure and function- 
ing which maintain themselves independently of the wills of in- 
dividuals. It expresses, to use technical terms, a realistic, as 
contrasted with a nominalistic, conception of society. In con- 
sidering the relation between the individual and the social order, 
we may proceed in one of two ways: We may start from the in- 
dividual and attempt to interpret the institutions and the phe- 
nomena of society as the results of instincts, or characteristics, 
which are found in the individual man; or we may start from 
the concrete historical order and interpret the nature of the in- 
dividual; the second shows the individual to be a product of 
The first way of proceeding makes society a derivative of the in- 
dividual; the second shows the individual to be a product of 
society. Both ways of proceeding are legitimate, for each brings 
out one side of the complex organic relation between the indi- 
vidual and the institutions and social observances among which 
he lives. Adam Smith is employing the former method when 
he attempts to show how specific economic institutions arise 
from certain human traits, e.g., the division of labor from the 
instinct to barter; or when he constructs the whole economic 

* Moral Sentiments, Pt. IV, chap. i. 

* Wealth of Nations, I, 421. 
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order upon the activity of individual self-interest. This inter- 
pretation of social facts in terms of individual traits was, in 
fact, the more common procedure of the eighteenth century; 
and the almost universal employment of this individualistic 
method is one of the defects of eighteenth-century thought. The 
concrete social environment must also be taken into considera- 
tion in explaining the nature of the individual man, and Adam 
Smith is one of the very few thinkers of his time who had any 
realization of this complementary point of view. 

This concrete social point of view is best expressed, not in 
the Wealth of Nations, but in the Theory of Moral Sentiments. 
This work has by no means been as influential in the history of 
thought as was its illustrious successor. Few people ever read it 
now, except antiquaries of thought and persons celebrating the 
sesquicentennial of the Wealth of Nations. Its own sesquicen- 
tennial was not observed. And yet it was one of the most popu- 
lar books of the eighteenth century; it procured its author im- 
mediate fame, not only in England and Scotland, but even in 
France, where Smith became almost as popular in the salons of 
Paris as Hume had been. During Smith’s lifetime it went 
through six English editions and was published in at least three 
French versions. The oblivion in which it now rests is due 
partly, no doubt, to the greater success and influence of the 
Wealth of Nations ; but also to intrinsic faults. Its rhetoric, so 
much admired in its day, now rather palls; and its treatment of 
the moral experience seems at times superficial, even insincere. 
And yet in its fundamental doctrine, the doctrine of sympathy, 
Adam Smith develops a highly original theory of the moral con- 
sciousness, one which is far ahead of the current individualistic 
doctrines of his contemporaries. 

Like the natural theology of the seventeenth and eighteenth 
centuries, the English ethics of this period was concerned with 
finding a rational foundation for morality, a foundation inde- 
pendent of theology or ecclesiastical authority. As ethical in- 
quiry proceeded, two problems soon began to stand out as dis- 
tinct from one another: the problem of the content of morality, 
or the nature of right, and second, the problem of the moral fac- 
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ulty by which we distinguish between right and wrong. The lat- 
ter question, at the time at which Smith wrote, proved the more 
absorbing of the two, and this is the question with which Smith 
is chiefly concerned in his Moral Sentiments. This work is 
therefore not so much an attempt to determine the nature of 
morality as an ingenious theory of how we come to judge cer- 
tain actions good and certain characters virtuous. This is not to 
say that it ignores altogether the question of the nature of vir- 
tue; but Smith’s answer to this question involves nothing more 
distinctive than an effort to unite in one comprehensive view the 
diverse answers given by preceding moralists. He finds virtue 
to consist, not in benevolence alone, but in benevolence, justice, 
and certain inferior virtues summed up under the name of pru- 
dence. Besides these three, he borrows from ancient ethics a 
fourth constituent, propriety. Clearly this conception of virtue 
is to be praised more for its breadth of view than for its logical 
clearness and consistency. But after all, the whole theory of the 
nature of virtue is in the main incidental to the real inquiry 
which Smith has in mind. The more important, and by far the 


larger, portion of his work is given over to the development of a 
psychological theory of the origin of the moral judgment. This 
portion of the Moral Sentiments is unique; it may be said to 
have anticipated, in some important respects, the results of later 
social philosophy and psychology with respect to the origin of 
the moral consciousness. 


The primary factor in the development of the moral senti- 
ments is what Smith calls sympathy, or the capacity which we 
have of entering into the situation of another and experiencing 
an emotion similar to what we would feel if in his situation. The 
misery and misfortunes of others excite emotions in us similar 
to the emotions the sufferers themselves feel; and likewise we 
take pleasure in beholding their happiness. When we see a 
stroke aimed at the leg or arm of another we instinctively draw 
back our own as if it were threatened. In watching a tight-rope 
walker we ourselves feel a sense of relief when he has reached 
the platform at the end. Any passion whatever of which the hu- 
man mind is susceptible may be reflected in the sentiments of 
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the attentive bystander. Furthermore, there is a distinct pleas- 
ure when our own sentiments accord with those of our fellow- 
men. Nothing pleases us more than to observe in other men a 
sympathetic echo of our own emotions; and nothing chagrins 
us more than an appearance of the contrary; as when a man, 
after having endeavored to divert the company, looks round and 
sees that nobody laughs at his jests but himself. Now this pleas- 
ure which arises from a mutual accord of sentiments, and the 
disagreeable feeling aroused by this disproportion, is the ulti- 
mate basis of the moral judgment. Briefly stated, when we ap- 
prove of the actions or emotions of another we do so because we 
perceive that we fully sympathize with his sentiments, i.e., that 
we would feel the same in his place, and even now feel something 
of what he feels. When we sympathize we approve; and by ap- 
proving we judge the sentiment in question to be appropriate, 
or suitable, or just, with respect to the given situation. 

This is really all there is in the theory, though the detailed 
application of this simple principle to the various forms of moral 
judgment is most interesting and ingenious. The simplest cases 
are those in which we approve of the sentiments of another as 
being suitable or proportioned to the exciting cause. These are 
what Smith calls judgments of propriety. More complex cases 
are judgments of merit or demerit, in which our sympathy or 
lack of sympathy with the person in question is joined with or 
supplemented by our sympathy with the person affected by his 
action or emotion. The sense of merit is then a compound senti- 
ment, consisting of a direct sympathy with the sentiment of the 
man who has conferred the benefit, and an indirect sympathy 
with the gratitude of the recipient. Likewise, the sense of de- 
merit is compounded of a direct antipathy to the sentiments of 
the agent, and an indirect sympathy with the resentment of the 
sufferer. As for gratitude and resentment, they are instinctive 
feelings which the theory of sympathy presupposes; they are 
principles with which Nature (again with a capital V) has en- 
dowed mankind for the preservation and welfare of society. 

But what is the foundation of our approbation or disappro- 
bation of our own actions? This is a case of reflected sympathy. 








ADAM SMITH: MORALIST AND PHILOSOPHER 339 


We approve or disapprove of ourselves by identifying ourselves 
in imagination with the spectators of our actions, and perceiving 
whether under such conditions we can or cannot sympathize 
with our own conduct. In other words, we judge ourselves 
through the approbation or disapprobation of others. Society 
is a mirror which shows us ourselves. Our first moral criticisms 
refer to the characters and conduct of other persons, and only 
later do we learn to judge our own conduct and character by 
considering how they appear to our neighbors. A human crea- 
ture who should grow up in some solitary place, without any 
communication with his kind, would have no idea of virtue or 
vice. It may be objected that our moral consciousness demands 
not so much that we receive the approval of our fellow-men as 
that we be worthy of their approval. There are cases in which 
our conscience approves of our conduct in spite of the disap- 
proval of our fellow-men. Such cases are explained by Adam 
Smith in the following way. Our observation of the conduct of 
others insensibly leads us to form certain general rules concern- 
ing what is fit and proper either to be done or to be avoided. 
Actions which we have observed to shock all our natural senti- 
ments and to arouse the detestation of all our fellow-men we re- 
solve to avoid, and make a general rule to that effect. Thus are 
formed the general rules of morality, which in their entirety 
constitute the moral conscience; they are ultimately derived 
from our experiences of the approval or disapproval of men, but 
are capable of resisting in special cases the force of our own 
passions or the temporary disapproval of our fellow-men. We 
appeal, in other words, not to the judgment of our immediate 
companions, but to the impartial spectator, who is freed from 
the limitations of their knowledge and experience. These gen- 
eral rules which have been distilled from social experience may 
even be looked upon as the ultimate foundation of what is just 
and unjust in human conduct, and as having their foundation in 
the command of God. Thus the morality of sympathy and so- 
cial experience leads up ultimately to the same theological 
world-view which we found supporting Smith’s belief in the nat- 
ural order of economic liberty. 
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These are the essential parts of the Theory of Moral Senti- 
ments. It is a theory which omits some of the important prob- 
lems of ethics and deals sometimes rather superficially with the 
problems it touches. Yet it has the merit of opening what was 
practically a new line of inquiry in eighteenth-century thought. 
It looks for the origin of the moral judgment, not in an innate 
individual source of insight, but in social experience. The in- 
dividual’s moral consciousness with its judgments of approval 
and disapproval is a reflection, or a derivative, of the social con- 
sciousness; it grows through experience in society, and repre- 
sents the demands of his fellow-men upon the individual. This 
theory, therefore, iooks upon the individual not as an absolute 
and irreducible entity existing prior to social experience, but as 
a product of his social environment. It is true there are certain 
absolute elements that are supposed to exist in the individual, 
such as gratitude and resentment, pleasure and pain; but 
Smith’s larger purpose in the Moral Sentiments is to show how 
these original passions develop into the moral consciousness 
through the working of sympathy in social experience. This 
was a relatively new line of thought for the eighteenth century. 
It is a noteworthy abandonment of facile abstractions in favor 
of a more concrete and positive method of inquiry. Obviously 
the theory of the social origin of the moral judgments goes far 
toward explaining the variations in moral standards that have 
taken place in the course of history. In one section of the Moral 
Sentiments, Adam Smith actually employs it for this purpose, 
and so points the way toward the same kind of treatment of eth- 
ics as Montesquieu had already given to laws, and as he himself 
had already employed with respect to economic phenomena in 
the historical passages of the Wealth of Nations. The point of 
view here presented in the Moral Sentiments and in the histori- 
cal portions of the Wealth of Nations is an anticipation of the 
concrete historical outlook of the nineteenth century. 

May I suggest also that this ethical theory is of great im- 
portance for understanding the doctrine of the economic har- 
mony between the interests of the individual and the interests of 
the public which we found maintained in the Wealth of Nations? 
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These various forms of self-interested activity upon which the 
economic order depends, i.e., desire for place, and conveniences, 
and honor, are motives which have been instilled into the indi- 
vidual, partially at least, through his social experience. As a 
product of society the individual is necessarily interested in se- 
curing those ends of which his fellow-men approve; and we here 
have an internal principle of regulation and adaptation sufficient 
in time to bring about that general harmony between the inter- 
ests of each and the interests of all which the Wealth of Nations 
posits. It might almost be said that the doctrine of sympathy is 
a necessary presupposition of the doctrine of the natural order 
expounded in the Wealth of Nations. At least it seems quite 
probable that Adam Smith had this earlier theory in mind as 
a covering for the naked economic individualism which he ex- 
pounds in the later work, and that it furnished him with an addi- 
tional reason for believing in the absolute value of individual lib- 
erty. It is because the individual is in his very nature socialized, 
a product of the social environment, that he can in general be 
left without external interference to act in accordance with the 
demands of his individual nature. 

Thus we arrive, by way of the Moral Sentiments, at a deep- 
er understanding of that individualism which is presented in the 
economic liberalism and laissez faire of the Wealth of Nations. 
It was an ethical, and not merely an economic, individualism 
which Adam Smith held up as an ideal. The apocryphal person- 
age mentioned at the beginning of my lecture who is supposed to 
have read the Wealth of Nations in its entirety—may his tribe 
increase! —could testify that Adam Smith looks at the economic 
prosperity of a nation in the broadest way possible; he sees its 
causes in human nature and in history, its effects, beneficial 
or otherwise, upon the individual and the society; and he by 
no means regards it as the supreme concern, either of moral 
philosophy or of human endeavor. But he was too canny to 
despise wealth, too wise not to recognize that the new era of 
material enterprise has possibilities for the advancement and 
perfecting of the human species which no other period ever pos- 
sessed. Perhaps he was not sufficiently alive to other less glow- 
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ing possibilities of the present age, but I am inclined to think 
that the effective moral philosophy of the future will be that 
which accepts, with Adam Smith, the material resources of the 
modern world, and the human traits which have created it, and 
attempts to determine under these conditions “wherein consists 
the happiness and perfection of a man, not only as an individual, 
but as a member of a family, of a state, and of the great society 
of mankind.” 
GLENN R. Morrow 
UNIVERSITY OF Missouri 





TENDENCIES IN SWEDISH ECONOMICS* 


Periods of economic revolution are usually characterized by 
great activity in economic science. Thus it was during the period 
after the Napoleonic Wars, and it has been so during and after 
the world-war. It is not too much to maintain that economic the- 
ory is at present undergoing a change, from which may result 
just as great progress as that which occurred at the beginning of 
the nineteenth century in England. An analysis of the develop- 
ment in various countries during and after the world-war should 
accordingly be of great interest. An attempt will be made in the 
following pages to set forth the essentials of the recent develop- 
ments in Swedish economic thought. To give the general back- 
ground, a few words will first be said about Swedish works in 
economics during the pre-war period. 

It would lead us too far astray to go back to the middle of 
the nineteenth century; we must limit ourselves to a bare con- 
sideration of some contributions by leading economists who were 
living and influential during the war and later. There is all the 
more reason to do this as Swedish economics from the nineties 
to the war was dominated by three men who have also played a 
leading réle in the later developments. 

The oldest of these is David Davidson, who for several dec- 
ades was professor at Upsala University and retired in 1919. As 
early as 1878 Davidson published a treatise on the economic 
principles of capital and savings. This book was especially note- 
worthy because it anticipated some of the ideas in BOhm-Ba- 
werk’s Positive Theory, which first appeared several years later. 
Davidson did not, however, develop these ideas, which he had 
expounded at the age of only twenty-four. 

*From a collection of twenty-nine articles on the condition of German and 
foreign economic science after the war, published in German under the title 
Economic Science after the War (Die Wirtschaftswissenschaft nach dem Kriege). 


Festgabe fiir Lujo Brentano, 1925 and 1926. Partly rewritten by the author; 
translated by C. Rufus Rorem, University of Chicago. 
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It seems probable that Davidson wrote mainly under the in- 
fluence of Hermann and Menger; although he had also been 
guided by the English classicists, particularly Ricardo. The next 
work of Davidson dealt with a theme which gave strong sugges- 
tion of Ricardo, namely, the history of the theory of land rent. 
During his teaching activity in Upsala, Davidson treated most 
of the problems of economic theory after the manner of the 
Austrians and the Classicists, but with considerable injection of 
his own ideas. It is because of his rigorous self-criticism that the 
results of his work have been published to such a limited degree. 
After he established the Ekonomisk Tidskrift in 1898, which has 
ever since been edited by him, some phases of his work became 
known in the form of papers in this journal, mainly discussions 
of special problems in the field of value, money, and finance. 
These articles, coupled with his personal teaching, explain the 
influence that Davidson has exercised over the younger Swedish 
economists. 

An essentially different type was the late Knut Wicksell, 
who was a professor at Lund University until a few years ago 
and died in 1926. Davidson is a sharp, skeptical logician; Wick- 
sell stood out as an impulsive man bubbling over with new ideas. 
Originally a mathematician, he decided in his early thirties to 
devote himself to the study of economics. He was influenced 
mainly by the Austrian school, and especially by Menger and 
Bohm-Bawerk. In his marginal productivity theory he leaned, 
however, to a great degree upon von Thiinen, previously scarce- 
ly known; he also had without doubt learned much from Walras, 
Jevons, and their followers. (Wicksell was on the whole more 
widely read than men with original talents usually are, and was 
always ready to acknowledge his dependence and gratitude to 
the various sources and schools. ) 

His first great work, Uber Wert, Kapital, und Rente,? ap- 
peared in 1893, three years after Marshall’s Principles of Eco- 
nomics, and approximately at the same time that J. B. Clark 

*In this paper titles of books published in Swedish are given in English, 


with the word “Swedish” in parentheses immediately after the title. For publi- 
cations printed only in German, the German titles are given. 
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worked out his theory of distribution which was published a few 
years later in his Distribution of Wealth. Here originated three 
mutually independent economic systems built consistently upon 
the concept of marginal productivity, and probably without im- 
portant predecessors in this respect. It is remarkable that while 
Marshall’s work exercised such an extraordinary influence on 
the entire world, and Clark’s book was also of great influence, 
particularly for American economic theory, Wicksell’s work, 
which in some respects was more profound than these others, 
was hardly noticed except in Austria and Sweden. Especially 
valuable is Wicksell’s treatment of the theory of interest; he 
improved and elaborated Bohm-Bawerk’s theory and fitted it 
into the limits of a marginal productivity theory. A somewhat 
revised presentation of Wicksell’s distribution theory is found 
in his Vorlesungen iiber Nationalékonomie, Vol. I, which first 
appeared in 1913; it had been published in Swedish in rgot. 

The field in which Wicksell worked most intensely, however, 
was the theory of money. In his earlier writings it would appear 
that he did not recognize any close connection between monetary 
theory and interest theory. Later, however, it was Wicksell’s 
pioneering conviction that a deeper understanding of the value 
of money, discount policy, and foreign exchange is not possible 
except on the basis of the theory of interest. 

Curiously enough, economists had for more than a century 
been speaking of the rate of interest in the theory of distribution, 
and of the discount rate in banking theory, without analyzing 
the relation between these two phenomena. Is not the discount 
rate an expression of the real rate of interest, as it appears on the 
money market? So far as I know, Wicksell was the first to sub- 
ject the relationship to a thorough analysis, although many econo- 
mists had given expression to similar ideas. In his Evidence be- 
fore the Gold and Silver Commission in 1886 Marshall stressed 
the importance for discount policy of the rise in the demand for 
capital during times of rising prices and high profits, an idea that 
was later developed, especially by Fisher, in Appreciation and 
Interest. But such a rise in profits is in itself a consequence of 
variations in the price level, whereas changes in the real rate of 
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interest occur even if the price level be fixed, and make varia- 
tions in the discount rate necessary to prevent the price level 
from varying. Neither Marshall nor Fisher seems to have un- 
derstood the intimate and necessary connection between the real 
rate of interest, as determined by the supply of the factors of 
production, and the price at which capital is actually lent, i.e., 
the discount rate. 

The main ideas had already been developed in 1898 by 
Wicksell in Geldzins und Giiterpreise, as well as in essays in 
German periodicals. In its complete form, however, the the- 
ory was first published in Lectures on Political Economy. I] 
(Swedish) in 1906, where it had essentially the same form as in 
the German publication Vorlesungen uber Nationalokonomie, 
II: Geld und Kredit (1922; new ed., 1926). This theory has 
found recognition in the widest circles. That the phenomena re- 
lated to the discount rate and the real rate of interest are of sig- 
nificance to monetary theory is the accepted view of today; but 
it was by no means so in the nineties. Was there, prior to the 
war, any attempt other than the one made by Wicksell to de- 
velop the theory of discount policy? As for the connection be- 
tween discount policy and the price level, the essentials of Wick- 
sell’s theory are probably accepted almost everywhere—with or 
without knowledge of the author—especially by those who have 
profited from the clearer insight into the psychology of the busi- 
ness world which has been gained during and after the World 
War. 

It is, therefore, almost grotesque that well-known English 
economists, as for example Hawtrey, whose writings have been 
concerned chiefly with the field of money, were apparently utter- 
ly without acquaintance with Wicksell’s writings, and thus had 
to work through a problem in the last ten years which had been 
analyzed several decades before by him. I know no greater crit- 
icism of the insularity of British economic thought than this, 
that perhaps the greatest contribution to monetary theory since 
Ricardo has been entirely neglected because the book was not 
published in English. 

As to the theory of money in general, Wickseli appears to 
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have been influenced by the English classicists, and also to some 
extent by Helferich. But in general, both Wicksell and other 
Swedish economists learned very little from German economics. 
In Sweden, economics, in contrast to most other branches of sci- 
ence, is to an overwhelming degree subject to Austrian and 
Anglo-Saxon influences. This state of affairs is probably due to 
the fact that the German economics of the Schmoller school took 
up a position hostile to pure theory, whereas the Swedish pre- 
war economics was theoretical through and through. 

The third leading economist before the war was Gustav Cas- 
sel, professor at Stockholm University. His principal works are 
already so well known that it is not necessary to describe them. 
Calling attention briefly to the beginning of his scientific work, 
it must be mentioned that, like Wicksell, he began his career as 
a mathematician. When about thirty years of age he began the 
study of economics, first in Germany, then in England. Almost 
simultaneously he began to publish papers in the various Ger- 
man periodicals. His hostile attitude toward the marginal-utility 
theory, as well as his decided opinions on the interdependence of 
the prices of commodities and factors of production, was already 
at that time very clearly expressed.* As a fruit of his work in 
England, Nature and Necessity of Interest was published in 
London in 1893, written by himself in English—as his German 
papers and books had been written in German—only six or seven 
years after Cassel, with scarcely any knowledge of the German 
or English languages, had begun his study of economics. 

After his return to Sweden and his appointment as a pro- 
fessor in Stockholm, Cassel occupied himself with the working 
out of his complete theory, which was finished in 1914, but 
which, owing to the circumstances arising out of the war, was 
first printed in 1918. The content of this work, Theoretische 
Sozialékonomie, probably is well known; it has been published 
in English and will appear this year in French. 

Like Wicksell and Davidson, Cassel also contributed numer- 
ous articles to the Ekonomisk Tidskrift, for the most part on the 
problems of finance, money, and industrial organization. 


*See, for example: “Grundrisse einer elementaren Preislehre,” in Tiibinger 
Zeitschrift (1899), and “Die Productionskostentheorie Ricardos, ibid. (1901). 
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Cassel is not only an outspoken opponent of the marginal- 
utility theory, which he regards as unnecessary and incorrect 
(bad psychology), but also of the marginal-productivity the- 
ory. Thus, his explanation of the price-determining process, his 
“scarcity theory,” is one quite different from that of Wicksell. 
This is not the place to state to what degree the difference is 
merely formal—both have learned much from Walras—and how 
far one theory excludes the other. This much, however, is clear: 
that there was little approach to unanimity of doctrine among 
the principal Swedish expon ..s of economics before the war. 
This impression of disagreement would be strengthened by a 
closer study of other theorists prominent during this period. 

F. Brock, at present a professor at Upsala, dissented from 
both Wicksell’s and Cassel’s school in his work, Economic Dis- 
tribution and Crises (Swedish) published in 1909. The motto 
of the Swedish economics appeared to be “Every Man His Own 
School.” This should be noticed; only against this background 
does the present tendency come clearly and definitely into relief, 
revealing a common trend of scientific effort with almost com- 
plete disregard of the differences in the “systems.” When ap- 
proaching practical problems with the aid of economic theory, 
the same solution is reached, whether the marginal-utility theory 
or the scarcity theory is used. In times like the present, when 
men are occupying themselves with concrete detailed problems 
instead of building new economic theories, it is apparent that 
the differences in methods and terminology must be brushed 
aside to facilitate the discussion of problems of practical impor- 
tance. Such, in a few words, has been the tendency of Swedish 
economics in the last decade; this will be a little further devel- 
oped in the following paragraphs. 


At the beginning of the war it was naturally the theory of 
money to which the greatest attention was turned, because the 
violent inflation was a disturbing phenomenon which greatly 
concerned also the neutral countries. By essays in the journals 
and in the daily press, Swedish economists attempted to point 
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out the slight significance of the scarcity of goods as a price-de- 
termining factor and to make clear to the public that the real ex- 
planation of the price advance was to be sought in the phenome- 
non of inflation. On this point the agreement was complete, since 
they all subscribed to a somewhat modified quantity theory of 
money. This explanation of the rise in prices received its strong- 
est support in Cassel’s book, Goods, High Prices, and Inflation 
(Swedish, 1912). Cassel has since developed similar opinions 
in his memorandum for the Brussels conference (1920) and in 
Money and Foreign Exchange after 1914 (London, 1922). 

But it was by no means the simple “quantity theory” which 
was championed with such zeal by Brisman, Cassel, Davidson, 
Heckscher, Silverstolpe, Wicksell, and many others in discussions 
with bankers and business men. In general, it can be said that 
they all more or less consciously subscribed to Wicksell’s theory 
of discount policy, as it was set forth in his Vorlesungen, Vol- 
ume II, first published in Swedish in 1906. Such fruitless ques- 
tions as, for example, whether a note issue is the cause of an ad- 
vance in prices and goes before it, or whether, to the contrary, 
it is the price advance which calls forth an increased note cir- 
culation, were laid aside; attention was turned to the granting of 
credit by the banks, and particularly to their discount policy. It 
is the increase of purchasing power which calls forth the price 
advance, regardless of whether the increased purchasing power 
comes forward in the form of increased note circulation before 
or after the price advance. This view is now, I think, the com- 
monly accepted doctrine among economists of all countries, but 
this was by no means the case during the war. 

That Wicksell’s searching analysis would lead to scientific 
controversies was only natural. Cassel contended, for example, 
that although a too low discount rate necessarily led to an ad- 
vance in prices, yet this advance would not be cumulative ; the 
rise in prices must lead to enforced saving—that is, to increased 
supply of capital—and a new equilibrium would be established 
in the capital market under the conditions of the lower discount 
rate. Wicksell, on the other hand, asserted that the price ad- 
vance must necessarily continue until the discount rate was 
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raised to its “normal” level, and did not believe that the higher 
price level would appreciably lower the “normal” level for the 
discount rate. In the Ekonomisk Tidskrift Davidson published 
a few articles on the efforts of discount policy. It is regrettable 
that at least the most important of these essays, ““Theoretical As- 
pects of the Exchange Problem” (Swedish), is not published in 
one of the three great languages. From discount policy the dis- 
cussion moved naturally to the subject of foreign-exchange the- 
ory. Here the interchange of ideas was dominated by the pur- 
chasing-power-parity theory, formulated by Cassel, although it 
was in several quarters subjected to severe criticism. The ma- 
jority agreed that the theory was right as far as it went,* but 
attached much greater importance to certain factors which, ac- 
cording to Cassel, caused “abnormal” variations in the foreign 
exchanges than Cassel himself seemed to recognize. We must 
add here, however, that Cassel, in his first works, was conscious 
of the influence of these factors, but chose to neglect them be- 
cause they had much less importance for an explanation of the 
then current happenings in the foreign exchange market than the 
depreciation of the intrinsic value of money. .In presentations 
which are intended for the masses such simple explanations are 
not only permissible, but often necessary. Different writers in 
the Ekonomisk Tidskrift have emphasized the importance of 
movements of capital, hindrances to the exchange of goods, 
changes in demand and in conditions of production on the de- 
termination of the foreign exchanges. They have also discussed 
to what extent the purchasing-power-parity theory was included 
in Ricardo’s foreign-exchange theory. 

The theory of money assumes an almost unique position be- 
cause of its obvious connection with actual, concrete problems. 
Especially in these times of such forceful upheavals in the field 
of money, a division between theory and practice is scarcely con- 
ceivable. Theory has become an indispensable instrument for 
the understanding and solution of actual problems. In the other 

“Most critical is Professor Heckscher. Compare his extremely interesting 


account of Sweden’s monetary experiences during and after the world-war in 
the Carnegie Endowment volumes about Sweden. 
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special fields of economics the position has for a long time been 
somewhat different. Questions of social and other types of insur- 
ance, co-operative movement, industrial organization, and many 
other fields have, in general, been subject only to a descriptive 
presentation, without close connection with economic theory. 
But, as I have already pointed out, there is a decided inclination 
in Swedish economics to see in these questions problems which 
cannot be adequately dealt with without the aid of economic 
theory. 

This tendency to fuse theory with descriptive presentation 
was already noticeable before the war. One can say, however, 
that it began to color economics during the war and later came 
still more clearly into view. This is only natural, for economic 
problems multiplied during the disturbances of the world-war; 
the importance of their solution constantly challenged economic 
science. Not even people who were the most skeptical toward 
economics could say that the theoretical analysis of these sub- 
jects was simply academic discussion and void of interest for 
“those who do things.” 

As far as I can see, this trend of economic science toward the 
concrete is prevalent in most countries. If it has been especially 
strong in the Swedish economics, this is probably due to the per- 
sonal qualities of the leading economists. These traits have 
found their purest expression in their contributions to the daily 
press previously mentioned. 

The pioneer in this field of popularization was Cassel, whose 
clear and simple style was particularly suited for popular pres- 
entation. In Svenska Dagbladet there appeared numerous arti- 
cles by him dealing with the whole range of actual economic 
problems. Cassel, like the others, had a desire to take part in the 
work of educating the people; moreover, he wanted to influence 
directly the economic policy of Sweden. The decisions of politi- 
cal leaders are often due to ignorance of the actual causal con- 
nections of circumstances. It was consequently alluring to lay 
clear these connections from the standpoint of economic science, 
and thereby to influence the national economic policy. Almost 
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none of the important economists have been able to resist this 
temptation. 

In addition to Cassel, Heckscher and Silverstolpe have done 
most in this field. It appears certain that their efforts have been 
comparatively successful, and that the words of economists carry 
more weight in Sweden than in most other lands. Practice in ap- 
plying economic theory from day to day to the pressing concrete 
problems of the movement—for example, taxation, housing con- 
ditions, railroad questions, the rations system in war time, unem- 
ployment, and many others—has probably exercised consider- 
able influence on the tendencies in Swedish economic science in 
general. For both the choice of subjects for special studies and 
the method of treating them has been influenced by the desire 
for concreteness and practical usefulness. If this has been ad- 
vantageous in some ways, it must also be admitted that the habit 
of writing newspaper articles has brought certain dangers. It 
has had a tendency to lead to the laying down of overdefinite 
conclusions not supported by adequate experience with the prac- 
tical difficulties inherent in the problems, and without adequate 
consideration of possible objections. In many cases differences 
in personal sympathies and social background have led econo- 
mists to entirely different solutions of the same problem. Be- 
cause it is not easy for the newspaper-reading public to detect 
and make allowance for this subjective factor, there has grown 
up, to great detriment of the science, the general opinion that 
economists almost always disagree. Furthermore, it is not with- 
out danger to the scientific spirit to write for the general reader, 
and consequently to limit one’s self to definite, simple statements. 

The same urge that forced the political economists to deal in 
the daily papers with the application of economic theory to con- 
crete problems compelled them to attempt thorough theoretical 
analyses of similar problems in monographical works. But even 
before the journalistic labor could react on the scientific litera- 
ture, there was recognizable in the latter a clear tendency in the 
direction of the concrete. The first significant work of this kind 
was Professor Bagge’s Regulation of Wages through Trade Un- 
ions (Swedish, 1917). In this comprehensive work Bagge de- 
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veloped a detailed analysis of the influence of the labor unions 
upon the rate of wages. Special attention was called to different 
effects on the rate of wages for their own members and the rates 
for the outside workmen. He sought to determine to what degree 
and for what periods an advance in income for a certain group 
could be called forth. His presentation is based upon an unusu- 
ally accurate knowledge of the organization of the labor market 
and the mobility of labor, etc., which made it possible for him to 
weave facts and theories into a unified whole. So far as I know, 
this work is the most complete presentation of wage theory that 
has appeared in any language. Bagge’s work illustrates extreme- 
ly well the tendency toward the concrete which I have sought to 
describe in the foregoing paragraphs. The book also shows how 
much more fruitful it is to bring the knowledge of theory and of 
analytical method to concrete problems, regarding which signifi- 
cant statistical material and other facts are accessible, than to 
write new “principles of economics.” 

In later years, Bagge has occupied himself among other 
things with problems of public utilities with a view to throwing 
some light on the importance of fixed capital in the determina- 
tion of price. These studies, which have not yet been published 
in assembled form, show the same combination of theory and 
fact which characterizes his main work. 

This tendency appears also in Heckscher’s The Economics 
of the World-War (Swedish, 1915), and Swedish Production 
Problems (Swedish, 1918). The latter is a group of essays which 
were written shortly before and during the world-war, in which 
Heckscher deals with such questions as “(Co-operation as a Form 
of Business Enterprise” and “Unemployment as a Problem of 
Production.” In the latter essay the wage tactics of the labor 
unions, seasonal unemployment, etc., are considered from the 
viewpoint of production. Several of these problems are, how- 
ever, of such a nature that sufficient statistical data are not ac- 
cessible. The same is true of my own essay on “Economic Con- 
sequences of the Eight-Hour Day,” Ekonomisk Tidskrift, 1924—- 
25, a study which deals with this problem from the standpoint 
of the theory of distribution. This lack of knowledge of the 





354 BERTIL OHLIN 


measurable facts is perhaps the worst hindrance to a continuous 
satisfactory development of economic science. The growth of 
economic statistics speaks, however, very encouragingly for fu- 
ture improvement in this respect. 

Heckscher holds a special position among Swedish econo- 
mists in so far as he began as a historian; consequently, his in- 
terests have been directed very much toward economic history, 
Most important among his numerous contributions to this field 
of learning is probably Economics and History (Swedish), a 
collection of essays. The first of these discusses the relation be- 
tween economics and history, and presents a program for the 
study of economic history. It has aroused great interest among 
Scandinavian historians, many of whom are turning their atten- 
tion to economic factors. Heckscher treats the economic prob- 
lems of earlier times exactly as he would deal with present-day 
problems, using the refined instruments of economic theory 
wherever the factual material is sufficient to permit such treat- 
ment. He feels that whereas economic science has perhaps been 
too much a deductive and static science, and needs to give greater 
consideration to the facts and institutions of economic life, eco- 
nomic history has consisted too greatly of a description of facts, 
without serious consideration of the theoretical problems. When 
stressing the necessity of using economic theory in the study of 
economic development so as to combine principles and facts, 
Heckscher is in reality adopting an attitude that is wholly con- 
sistent with the before-mentioned claim for a similar combina- 
tion in economic science in general. 

Certainly not only history, but also economics, will profit 
from a collaboration of this type. For it goes without saying that 
successful studies of economic life during periods when economic 
institutions were very different from what they are at present 
may serve to show to what extent economic principles are de- 
pendent upon present-day institutions and to what extent they 
are independent. 

One of Heckscher’s works in economic history, though not 
the most typical of this tendency, has appeared in English in the 
Carnegie Endowment Series: The Continental System (1923). 
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Let us now return to economics in the stricter sense of the 
term. It would lead us too far to recount all the works which 
have in one way or another pointed to a development in the di- 
rection of applying analysis to concrete problems, and a few only 
will be cited. Professor Brisman’s work on private banks, Mod- 
ern Commercial Banks (Swedish, 1917), deals with a subject 
which has until the last few years been rather neglected. The 
studies of agricultural problems by Dr. Rothlieb, Professor 
Wohlin, Dr. Amark, and Professor Sommarin also belong here, 
as do the numerous reports and investigations of the Tariff Com- 
mission. The last-mentioned also contain inquiries into the effi- 
ciency of labor in different countries, as well as an analysis of the 
ratios in which the individual! factors of production are combined 
in different industries. The protective tariff may change the dis- 
tribution of the national income in favor of those factors of pro- 
duction which are used in a proportionately high degree for the 
production of goods which are protected by the tariff; e.g., the 
textile duties tend to raise the wages of woman labor. 

By the foregoing I naturally do not affirm that all the works 
of the Swedish economists which were published during the last 
decade are characteristic of this tendency toward the concrete. 
On the contrary, there are many of the type that dominated 
economics before the war. First of all, there are people with 
aptitude for scientific work who find it difficult to combine statis- 
tical and technical data with their theory. It is of course wise for 
them to continue the analysis in general terms. Nothing is far- 
ther from the thought of Swedish economists than to condemn 
such a method. If there is anything of reform in the previously 
described tendency, it certainly does not consist of an abandon- 
ment or rejection of the pre-war economics. The reform consists 
only in a new emphasis in favor of a previously rather neglected 
field. 

Second, when handling special problems one often finds that 
the conclusions can be generalized to principles which can be ex- 
tended over other fields. An example of this is Heckscher’s essay 
on “Intermittently Free Goods.”*® This deals with a central 
problem of economics from a partially new viewpoint. 
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Finally, we have the younger political economists who have 
as a rule selected theoretical problems as the field of their first 
works. Their treatment moves in the same direction as Cassel’s 
and Wicksell’s before the war. Dr. Lindahl has developed the 
theory of justice in taxation in his Prinzipien einer gerechten 
Besteurung (1919). It is for the most part based on Wicksell’s 
Finanztheoretische Untersuchungen (1896). Dr. Akerman has 
modified the BOhm-Bawerk—Wicksell interest theory by a con- 
sideration of fixed capital under dynamic conditions (Realkapi- 
tal und Kapitalzins, 2 vols., 1923 and 1924). Building on Walras 
and Wicksell, Professor Silverstolpe has given a connected pres- 
entation of the theory of savings in Capital Formation (Swedish, 
1920). My own Principles of Interregional and International 
Trade (Swedish, 1924), attempts to construct a theory of do- 
mestic and foreign commerce on the basis of a modern “mutual 
equilibrium” price theory such as Walras’s and Cassel’s, instead 
of on the classical labor-value theory. Margit Cassel, in her 
work Die Gemeinwirtschaft (1924), analyzes the ground work 
of a collective economy, building upon the ideas of her father, 
Gustav Cassel, and J. M. Clark and Pigou. 

In these works also one can trace the influence of the ten- 
dency to concreteness. The subject of Dr. Akerman’s thesis 
shows the endeavor to fashion earlier doctrines more concretely, 
although the method of attack is somewhat abstract. In my own 
book on trade, the study of the actual mobility of the factors of 
production has led to a presentation of the theory of interna- 
tional movements of capital which is built upon extensive statis- 
tical material. Similar examples could be mentioned from the 
other works of the younger generation. Their main object is, 
however, more a revision of some of the central parts of theory 
than an application of the prevailing theory to concrete prob- 
lems. Nevertheless, the younger economists are now working in 
the same spirit as the older, as may be seen from the character 
of their numerous papers in various periodicals. 

A comparison with some Anglo-Saxon economists will per- 

* Ekonomisk Tidskrift, 1924. 
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haps better illustrate what I have set forth as the basic tendency 
of Swedish economics. Pigou has without doubt used a similar 
method of attack in the Economics of Welfare, for he has em- 
ployed the Marshallian theory in the analysis of practical ques- 
tions. But the almost total lack of factual material prevents him 
from arriving at the desired intimate combination of theory and 
facts. J. M. Clark’s Economics of Overhead Cost is a better 
illustration of what I have in mind. Although the statistical ma- 
terial is somewhat scarce, the presentation is built upon an un- 
usual knowledge of the actual world of business. 

In view of the prevailing opinion about the main object of 
modern economics, it is apparent that Swedish economists are 
not on the whole interested in the building up of new economic 
systems. The only general work in theory which has come forth 
in the last twenty years is that of Cassel, which first appeared in 
print in 1918, but which had been written before the war. As far 
as I know there is at present no Swedish economist who is occu- 
pied with the writing of a new “principles.” In the last decade so 
much of this type of work has appeared in all countries that it 
seems much more fruitful to occupy one’s self with special sub- 
jects. It is, of course, natural that many feel dissatisfied with 
the existing general works, and may regard the mode of treat- 
ment of certain particular parts as unsuitable for their purposes. 
But this does not mean that they are themselves able to write 
better “principles”; if the one part is improved, another will 
most likely be impaired; if the work gains in a sharper presenta- 
tion, it will perhaps lose in concreteness. It seems to me that this 
is well worth considering by anybody who proposes to rewrite 
the main parts of political economy more or less according to his 
own ideas. Has not economic science been built up by the com- 
bined efforts of a large number of the best thinkers of the last 
two centuries? 

Supporting the viewpoint taken in Sweden, there is also the 
fact that one can practically always carry on research of con- 
crete problems equally well on the bases of the different systems. 
Swedish economists have seldom found themselves in disagree- 
ment about practical problems because the one was a marginal 
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productivity theorist, and the other a scarcity theorist, or some- 
thing else. Therefore, it is not strange that people who use the 
tool of existing theory in studies of practical problems take no 
great interest in subtle academic discussions between different 
schools. In the present condition of Swedish political economy, 
in contrast to the situation prior to the war, it is typical that 
nobody seriously concerns himself about the existence of differ- 
ent schools. This obviously does not mean that Swedish econo- 
mists have succeeded in being unanimous as to the best way to 
build the general structure of economic theory, but rather that 
the discussion of these questions has been interrupted, or at 
least been pushed into the background for some time, during 
which they busy themselves with the application of essentials of 
prevailing theory to special questions. 

It is probable that the work in this direction will later on 
lead not only toward a completion, but also to a modification of 
economic theory, and will furnish material for a reworking of the 
whole system. After some years or decades of work on the lines 
previously indicated there will be a much better foundation for 
such a reconstruction than at present. Although a person may be 
dissatisfied with the simplification—yes, perhaps the distortion 
—of human psychology on the part of the classicists and the 
marginal utility theorists, and consequently find their assertions 
relative to the economic activity of humanity incorrect, he does 
not need to seek new psychological laws from which to deduce 
the behavior of individuals in economic dealings. If a theory of 
prices, built upon the assumption that the individual always acts 
for his own immediate interest, gives a false picture, the students 
can draw a more correct picture of the actual behavior of man- 
kind only on the basis of unprejudiced observations of facts. Jn 
what way does a cartel and the spirit of co-operation influence 
the price policy of an industry, even in cases where no binding 
price agreements exist? In what way does the fear of spoiling 
the market induce freely competitive business men to act as if 
they formed parts of a monopoly? Will the competition of re- 
tailers enforce narrower margins between wholesale and retail 
prices and a decrease in the number of retail establishments, a 
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result which seems desirable because the greatly widened mar- 
gins during the war led to an unnecessary increase of middle- 
men? The answers to these and similar questions are dependent 
upon the psychology of individuals; and to the same degree that 
this varies, will there be changes in the theories of the determi- 
nation of prices. In such a short space of time as the last ten 
years certain groups of business men have greatly modified busi- 
ness methods. Political economy must take into consideration 
the fact that, in the last analysis, economics centers in the indi- 
vidual. 

It is one thing, however, to see the shortcomings of the ortho- 
dox doctrine, and another to throw it away as useless, as is done 
at present by a number of American and German economists. 
There is no sympathy for that attitude in Sweden, even though 
it is realized that greater attention should be given to the influ- 
ence of the existing institutions than the classical economists 
were inclined to give. In order to define the attitude of Swedish 
economics on this latter question, let me say a few words about 
the importance of institutions for economic theory. The follow- 
ing remarks stand, of course, entirely for my own account. But 
I feel fairly certain that they are not widely different from the 
views of some of the leading Swedish economists who are at 
present exercising a great influence on their younger colleagues. 

There is such a thing as a central body of economic princi- 
ples that is dependent only upon a small number of human insti- 
tutions. Economic society, as we know it for the last two thou- 
sand years, at least, has always been a price economy—a society 
where the price mechanism has exercised the directing influence. 
It is true that one can conceive of a society resting on different 
institutions, where there are no such things as prices. Neverthe- 
less, as soon as a small number of fundamental institutions are 
assumed, we must necessarily come to a price economy. There 
are certain fundamental phases of that economy that will always 
remain the same, and consequently certain fundamental and 
general principles that can be analyzed without regard to the 
much greater number of more or less rapidly varying institutions. 

In order to approach closer to reality, i.e., to present eco- 
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nomic life, it is necessary to introduce the latter step by step; 
for example, the theory of prices and distribution must consider 
the existence of monopolies, of trade-unions, etc. As we proceed 
in this way, the theory becomes more and more concrete. From 
principles that are valid for all types of price economy, medieval 
as well as modern industrial society, we arrive at conclusions 
that are valid only for a definite organization of society. What is 
correct for one country, where the mobility of labor from one 
industry to another is great, may be quite false for another coun- 
try, where the existence of trade unions has substantially re- 
duced that mobility. And so on. 

As long as we keep on this second stage, confining our atten- 
tion to a characterization of certain institutions while omitting a 
detailed description of them, the theory still maintains a certain 
generality. If we are to analyze the effects of shortening the 
working day, it becomes necessary to consider the elasticity of 
demand for various groups of commodities, the mobility of labor 
from agriculture to manufacturing industries, the reaction of 
Savings, and many other factors. We discover tendencies of 
varying strength that work in different directions, and we must 
make up our minds which are the stronger. We shall know that 
some of them are very strong, and that others are relatively 
weak. Of others we can say nothing until we have made a care- 
ful examination of the facts in terms of a certain time in a cer- 
tain place. As a rule we must do without most of these facts, and 
are therefore confined to conditional conclusions, such as: “If 
that tendency is weaker than this one, the outcome will be an 
increase in the rate of interest, etc.” Or, when we have gained 
more factual knowledge, we can perhaps say: “It is probable 
that the elasticity of demand is so great as to make the balance 
sink in a certain direction.” 

In short, on this second stage, the basis of our reasoning is a 
group of variables about which we usually know very little. Our 
conclusions must be given either a conditional or a probability 
form. The more facts we obtain, the more definite our conclu- 
sions naturally become. We get absolute figures instead of sym- 
bols to work with. In reality, this means that we must not only 
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describe in detail the nature of our institutions, but also consider 
a great number, some of which may exist in one place but not in 
another. Our results gain in concreteness, but lose in generality. 

As a matter of fact we are forced to a third stage, to a de- 
scription of how people act under certain very definite condi- 
tions. We must at this stage confine ourselves to a few aspects of 
economic life. The mass of material becomes so enormous that 
an attempt of one man to cover more than a very limited field 
would prove futile. We might call this the monographical stage. 
To get a bird’s eye view of economic life on this basis is impossi- 
ble. We cannot see the woods for the trees. 

I cannot enter upon a discussion of why it seems to me that 
a presentation of economic principles on the first stage must run 
in terms of equilibria—be a static theory that neglects friction. 
In the second stage the analysis will take the form of studies of 
disturbances of equilibria with regard also to the length of time 
that is necessary for the counteracting forces to come into ef- 
fect. At last, the third stage in the analysis will be a description 
of a time-using process, the real dynamics of economic science. 
To write a dynamic “principles” seems impossible for the simple 
reason that things in development do not lend themselves to sat- 
isfactory generalizations. 

From this standpoint it is hard to understand the indictment 
that has so often been made, not only by economists belonging to 
the institutionalist school, but by many others, against orthodox 
economic science: that it neglects the influence of human insti- 
tutions. It is true, perhaps, that the classical school and some 
modern orthodox economists have failed to make clear to what 
extent their systems of economic principles are dependent upon 
varying institutions. But this does not mean that they have 
written non-institutional economics—a thing that is, of course, 
impossible. This distinction has not always been kept in mind 
by the critics. 

To build up a system of economic principles on the basis of 
present-day institutions as they are—the confessed hope of many 
younger American economists—seems, however, no less impossi- 
ble. It would assume that one can work without abstraction, 
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neglecting nothing essential of the enormous mass of factual ma- 
terial. I will go so far as to say that even if it were possible it 
would not be desirable. If the central body of principles is made 
to depend upon the nature of present-day institutions, then every 
change in the latter will make a rebuilding of the whole body 
necessary. Is it not better to analyze first of all the nature of 
certain fundamental relations in so far as they are independent 
of those institutions that change radically and rapidly, and to 
make modifications only of the parts that are affected by changes 
in the latter, modifications that will in most cases only touch the 
surface? 

Thus, there is no need of discarding modern orthodox eco- 
nomics as violating reality; how could it be possible to work sci- 
entifically without abstraction and approximation? It stands in 
need of modification in so far as it has given too little attention 
to certain fundamental facts; for example, the influence on 
prices of the monopolistic mind and of the incomplete mobility 
and divisibility of the factors of production—in other words, in 
so far as the institutions considered in the second stage have not 
been well chosen. Above all, it needs more knowledge of the 
facts of economic life, so as to give the conclusions on the second 
stage not the conditional, but the probability, form, and a higher 
and higher degree of probability; in that way economic science 
will approach more and more to the third realistic stage. 

I think it can be said that, although the tendency in Swedish 
economics to ask for a more concrete theory is very strong, yet 
the general attitude toward all revolutionary attempts, like that 
of the institutionalist school, is critical and skeptical. One should 
study the institutions and the facts to be able to advance from 
an abstract system of general principles to a body of principles 
that “fits” modern economic society as well as possible. 

The study of the development of the institutions themselves 
falls outside the domain of economics proper and belongs to soci- 
ology. Swedish economists have not been particularly influenced 
by sociology.® They aim at a clear statement of the connections 

* Professor Steffen and Dr. Helander in Gothenburg (the latter now in Kiel) 
have received their scientific education in foreign countries. Their sociological 


tendency differs fundamentally from that which characterizes Swedish econom- 
ics; for that reason they have not been dealt with here. 
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between economic phenomena, and concern themselves with ex- 
isting institutions only to the degree that they affect these con- 
nections. 

What is immediately demanded, then, is not a new economic 
science, but continued work on the present foundation. That 
men in Sweden, as well as other places, now lay new stress on the 
collection of statistics and other factual material, and on the 
elaboration of it with the help of economic theory, is due partly 
to a more biological concept of economic science, but mainly to 
the fact that there are now much greater facilities for accumu- 
lating such data than formerly. The critics of the exaggerated 
application of the deductive method of the classical school must 
not overlook this. Did not many representatives of this school— 
for example, Mill in his Logic—show a clear understanding of 
how necessary a combination of induction and deduction is for 
economic science? 


BERTIL OHLIN 
UNIVERSITY OF COPENHAGEN 





THE BRITISH COAL STRIKE AND AFTER 


The seven months’ coal strike of 1926—the most protract- 
ed, costly, and bitter industrial dispute Great Britain has ever 
known—ended by the men drifting back to work on terms vir- 
tually dictated by the owners. Relations between employers and 
men in the coal industry have long been characterized by an at- 
titude of mutual suspicion and distrust, and the cessation of the 
conflict, far from ushering in a period of co-operation and good 
will, has left the men dissatisfied, embittered, and with a rank- 
ling sense of injustice. Impoverished and broken by the long 
struggle, the miners eventually accepted terms reducing wages 
and lengthening the working day. This adjustment may perhaps 
help the industry to tide over its present difficulties, but it leaves 
untouched the underlying causes of trouble and unrest, and un- 
less, in the near future, these are grappled with boldly by the 
powers that be, it may not be very long before there is a recru- 
descence of strife in the coal fields. 

The situation out of which the dispute arose may be ex- 
plained briefly. Of the annual output of coal in Great Britain in 
the years immediately preceding the war, two-thirds was used 
at home and one-third exported. While there has been since then 
a small decline in the home consumption, the export trade has 
fallen off sharply, exports in 1924 being 714 per cent less than 
in 1909-13, and in 1925 22 per cent less—a drop of nearly 20 
million tons. The decrease in the home trade is due chiefly to 


* The material figures are as follows: 








1909-13 1924 1925 
(million (million (million 
tons) tons) tons) 








SS EIT SAFE RE Ee 269.59 267.12 244.42 
88 .37 81.75 68 .97 
181.22 185.37 175.45 














These figures are taken from p. 4 of the Report of the Royal Commission on 
the Coal Industry (1925), cited henceforth as R.R.C. 
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the post-war depression in the iron and steel industries. The 
much heavier contraction in the export trade—‘“the seat of the 
present troubles”—is attributable to a variety of causes, of 
which some are temporary and others likely to prove more or less 
permanent. The temporary causes arise out of the war, which 
has left a legacy of depression, not only to the coal industry, 
but to all branches of England’s foreign trade. Chief among 
such causes are: the economic dislocation of Russia, the impov- 
erishment of other customers, reparation coal deliveries by Ger- 
many to neighboring countries, and European currency difficul- 
ties. To these must be added England’s return to the gold 
standard in May, 1925, a step which lowered the exchange value 
of foreign currency in England and was unaccompanied by a 
corresponding fall in the English price level. Whatever the off- 
setting advantages of this policy may have been, it is reasonably 
certain that it contributed in no small degree to the foreign trade 
slump of 1925.” Factors which are likely to have a more perma- 
nent retarding effect on the British coal export trade are: the 
development of new coal fields abroad; the increased use of sub- 
stitutes, mainly oil and water power; growing economies in the 
utilization of coal, especially in generating electricity; and the 
competition of foreign countries, chiefly Germany. 

Although the demand for coal has fallen off since pre-war 
days, the number of men in the mines has increased by over 10 
per cent (from 1,048,000 in 1909-13 to 1,156,000 in 1925), 
while the yearly output per head of all persons employed in the 
industry has decreased by 15% per cent (from 257 tons in 
1909-13 to 217 tons in 1925).* The consequence is that the pro- 
ceeds of a given output of coal which before the war supported 
six men had in 1925 to provide a living for seven.’ The price of 
coal in the market had not meanwhile risen to the same extent 

*On this point see: J. M. Keynes, The Economic Consequences of Mr. 


Churchill (pamphlet) ; Sir Josiah Stamp, Addendum to the Report by a Court of 
Inquiry concerning the Coal Mining Industry Dispute, 1925, Cmd. 2478. 


*R.R.C., p. 222. 
* Ibid., p. 115. ° Ibid., p. 130. 
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as wage costs per unit of output,° and in the period September, 
1924, to March, 1925, over 41 per cent of the total output of the 
British mines was raised at a loss. By May, 1925, this figure had 
risen to nearly 67 per cent,’ and during the last quarter of 1925, 
to 73 per cent, the loss ranging in this latter period from an av- 
erage of only 2d. a ton in the eastern division to 3s. 2d. per ton in 
South Wales and Monmouth, with an average of 1s. 5d. a ton for 
the country as a whole.*® 

In the face of this situation the mine owners gave notice, in 
June, 1925, that the gap between selling price and costs would 
have to be bridged by a reduction in wages. To avert a crisis the 
government granted a subsidy to the industry for the period 
from August 1, 1925, to April 30, 1926, which averaged 2s. od. 
per ton and involved a total drain upon the Treasury of £23,- 
000,000. At the expense of the taxpayers the owners were able 
to maintain the existing level of wages and at the same time se- 
cure for themselves some margin of profit. Having bought peace 
at this price, the government appointed a Royal Commission— 
the second since the end of the war—to investigate the problem 
of the coal industry in all its aspects. 

The immediate question the Commission had to consider 
was what changes in wages and hours, if any, would be justifia- 
ble when the subsidy expired, and it was upon this issue that the 
subsequent industrial dispute turned. Miners’ wages are regu- 
lated by an extremely complicated system, the essential features 
of which it is necessary at this stage to explain. 

The wages of every miner are computed by adding to a basic 
rate a certain percentage thereof. The basic rate is determined 
by negotiation in small local areas, and depends upon the par- 
ticular class of work performed. It may be a day or a piece- 
work rate, and may vary from pit to pit according to the phys- 
ical conditions obtaining. The percentage addition was based, 
before the war, on the selling price of coal, but selling prices 


*Comparing 1925 (first six months) with 1909-13, wage costs per ton of 
coal rose by 116 per cent; the value per ton of all the coal raised was higher by 
96 per cent; export prices per ton, f.o.b., increased 71 per cent (R.R.C. [Appen- 
dixes], ITI, 3). 

* Cmd. 2478, p. 10. * R.R.C., p. 226. 
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constitute an inadequate test of the prosperity of the industry, 
and in 1921 a new method was introduced. By the wage agree- 
ment of that year it was provided that from the gross revenue of 
the industry in a district over a given period there should be de- 
ducted the costs of production other than wages, and of the bal- 
ance, termed “net proceeds,” about 85 per cent was to consti- 
tute the share of labor. This share was then to be expressed in 
terms of a percentage addition to basic rates. In addition, the 
1921 agreement embodied the principle of a minimum wage, for 
it provided that, whatever the results of the ascertainment, 
wages should in no case be less than 20 per cent above the 
“standard,” i.e., the existing basic rates plus the percentage 
current in 1914. It is important to note that basic rates were 
generally somewhat higher in 1921 than in 1914, and therefore 
the minimum wage under the agreement exceeded the actual 
wages paid in 1914 by more than 20 per cent.° 

The occupation of the Ruhr in 1923 led to a marked revival 
of the British coal export trade; profits were high, and the min- 
ers pressed for a more favorable wages adjustment. In June, 
1924, a new agreement was negotiated which increased labor’s 
share of the net proceeds from 85 to 87 per cent and raised the 
minimum wage by 11 per cent, from 120 per cent of the “stand- 
ard” to 133% per cent.*® But by the time this agreement came 
into effect the French had left the Ruhr. The industry then 
went rapidly downhill, and by the middle of 1925 the minimum 
wage had everywhere become the effective wage.”* 

Until the coming of government control in 1917, the per- 
centage additions to basic rates were negotiated by districts. 
The Miners’ Federation had long been opposed to this proce- 
dure, for which it wished to substitute national agreements. The 
normal machinery of wage regulation was in abeyance during 
the war, but after de-control the men gained their end. For the 
purpose of ascertaining the amount of net proceeds available 
for distribution under the agreements of 1921 and 1924, the 

*See R.R.C., p. 155, and J. W. F. Rowe, Wages in the Coal Industry (1923), 
chap. iv. 

“REL. b. £33. * Ibid., p. 147. 
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country was divided into thirteen wage-agreement districts, and 
thus the percentage addition to be made to basic rates, while 
uniform throughout each of these large districts, might vary 
from district to district according to the economic fortunes of 
each. But the principles on which the economic ability of each 
area was to be determined were negotiated nationally between 
‘‘bodies representative of practically all the employers and all 
the work-people in the industry.” 

In addition to gaining recognition of the principles of the 
minimum wage and national agreements, the miners had se- 
cured by legislation in 1908 a maximum 8-hour day for under- 
ground workers, and, in 1919, a further reduction to 7 hours. 

The owners maintained before the Commission that the only 
way to set the industry on its feet was to produce more coal at 
a lower unit cost. This would enable them to sell cheaply and 
thereby stimulate demand. To secure greater output, the 8-hour 
day would have to be restored."* To effect the necessary reduc- 


“BEL. pi 30. 


* It has often been asserted that the decline in output per head is attributa- 
ble in part to deliberate restriction of work. The Commission declared that there 
was no foundation for this charge of “ca-canny” against the miners. They pointed 
out also that the shorter working day had in fact increased the efficiency of the 
miner, for his output per head had decreased in a smaller proportion than his 
working time at the face. Apart from the reduction in the hours of work under- 
ground, the fall in output per person employed in the industry is the consequence 
of the increase in the proportion of other workers to face workers. In 1905 the 
output of 100 hewers was handled by 114 other persons (72 underground and 42 
on the surface). In 1924, to deal with the same output, 145 workers were em- 
ployed (95 underground and 50 on the surface). Probably the main reasons for 
this change in the proportion of “offhand” workers (i.e., underground workers 
other than hewers) to face workers are that the physical difficulties of mining 
have become greater through the deepening of shafts and the thinning of seams, 
and that the lines of communication between the face and the shaft have become 
longer and more difficult to maintain. 

But there are a substantial number of mines in which output is hindered by 
defects such as shortage of tubs, bad roads, and insufficient mechanical haulage, 
antiquated equipment, the layout of the mines—necessitating excessive under- 
ground traveling on foot—and continuance of hand mining where the employment 
of machinery would be possible (only 19 per cent of the coal is cut by machin- 
ery). “That a material increase of the average output of British mines in relation 
to the labor employed is both possible and necessary,” declared the Commission, 
“there can be little doubt.” The remedy lay mainly with the mine owners, who 





THE BRITISH COAL STRIKE AND AFTER 369 


tion in costs, the wage paid for the longer day would be no higher 
than for the shorter day, and in many districts would have to be 
less. There was no alternative to reducing wage costs per ton, 
for these constituted over 70 per cent of the total expenses of 
production. Finally, the owners insisted that there would have 
to be a return to the old policy of settling wages solely by dis- 
trict agreements. 

The miners contended that a reduction of wages in any form 
would bring their standard of living down below the pre-war 
level. Even at the existing rates the remuneration was none too 
satisfactory for men engaged in an arduous and dangerous oc- 
cupation. They repeated what they have long been asserting: 
that the industry is badly managed and most inefficiently or- 
ganized, and that substantial savings in costs can be effected 
without touching wages and hours. The ultimate remedy, they 
believe, is nationalization. 

The Report of the Royal Commission appeared in March, 
1926, and embodied a comprehensive, lucid, and dispassionate 
survey of every aspect of the industry. The commissioners 
urged the immediate ending of the subsidy, the principle of 
which they vigorously condemned; they bore out the miners’ 
charges of waste and inefficiency and recommended numerous 
modifications and changes—some of far-reaching consequence 
—in the structure and organization of the industry. They point- 
ed out, however, that these organic improvements would take 
time—months, or even years—to effect, and meanwhile, to help 
the industry to tide over its temporary difficulties, wages would 
have to be in some measure reduced. 

The Report made out a strong case against an extension of 
hours as a means of reducing production costs, which may be 
summarized as follows: The miners look upon the 7-hour day 
as a great social advance which their Federation had fought 
hard to secure, and, if hours should be lengthened against their 
wishes, the resulting unrest might lead to greater absenteeism 


could, by improvements in technique and organization, do much “to compensate 
for the inevitable deterioration of the physical conditions of mining in a country 
whose easy resources have long been worked out.” 
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and a slackening of work, which would wipe out part of the ex- 
pected gain. If wages are reduced directly they will automatical- 
ly rise again as the trade situation improves, but once hours are 
increased it will be much more difficult to reverse this policy. 
Even under the Seven Hours act the time spent underground is 7 
hours plus one winding time,’* and averages for the country as 
a whole 7% hours. The addition of an hour to the working day 
will “make the working day of every British miner longer by half 
an hour than that of miners in any European coal field of im- 
portance except Silesia.” And if foreign countries, as well they 
may, follow suit, “all that would have been achieved would be a 
general lowering of the standard of leisure in all mining coun- 
tries,” with no competitive advantage to Great Britain. Assum- 
ing that each miner, on an average, will produce one-eighth 
more coal in the longer working day than in the shorter, then, if 
the number of miners employed remains unchanged, output will 
be increased by over 30,000,000 tons. Where, in this time of 
depression, when supply already exceeds demand, is a market 
for this additional coal to be found? Even if a market can be 
found—which is doubtful—it is certain that to dispose of the 
larger output it will be necessary to accept a lower price per ton 
than can be got for the smaller output, a price which will proba- 
bly mean the elimination of a large part of the saving in costs 
effected through the lengthening of working hours. If, alterna- 
tively, the total output is to remain unchanged, something like 
130,000 persons will be added to the number of unemployed 
miners, which is already very great. 

Turning to the wage issue, the commissioners found that, as 
compared with 1914, miners’ wages to the second half of 1925 
had risen appreciably less than the cost of living. But wages in 
1914 were at a boom level, and the average of the five years 
1909-13 constitutes a much fairer indication of pre-war condi- 
tions. As compared with this period, wages had risen to about 
the same extent, or even slightly more, than the cost of living. In 
this respect coal miners have fared materially better than work- 


* A “winding time” is “the time spent either in lowering the whole of a shift 
of workmen into the pit or in raising them again” (R.R.C., p. 165). 
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ers in the other great exporting industries—iron and steel, ship- 
building, and engineering. A reduction of the minimum wage by 
something like 10 per cent was unavoidable. This did not mean 
simply a return to the minimum of 1921, for in some districts— 
especially the main exporting districts—greater reductions than 
10 per cent might be necessary; in others, less; but, though 
there might have to be variations, within limits, in the minimum 
percentage above “standard” and also in the economic wage to 
be paid in the different districts, the commissioners insisted that 
“there should be no abandoning of the principle of national 
agreements.” “The general principles for determining wages, 
whether economic or minimum, should be laid down by a single 
authority of national scope.” Within the framework of these 
principles, revisions of the economic or minimum wage might 
be discussed in the first place by district associations, but no 
changes should be put into effect without the approval of “‘bodies 
representing all the employers and all the work-people in the 
industry.” Every important industry in the country “has some 
form of national organization for conducting wage negotiations. 
. . . . If the proposal of the Mining Association (for district 
agreements) were accepted, the mining industry, in respect of 
wage negotiations, would stand alone, a solitary exception to 
the settled practice of every other industry that need be con- 
sidered.”** 

Admitting that the proposed reductions would bring real 
wages below pre-war level for a large proportion of the miners, 
the commissioners pointed out that this was a necessity to which 
other great industries had been driven, and one from which— 
failing a reversion to the longer working day—the coal industry 
could not escape. They added, however, “Before any sacrifices 
are asked from those engaged in the industry, it shall be defi- 
nitely agreed between them that all practicable means for im- 
proving its organization and increasing its efficiency should be 
adopted, as speedily as the circumstances in each case allow.’”*® 

A fortnight after the publication of the Report, the govern- 
ment announced that it would accept the recommendations, pro- 


* RRC. p: 383. * R.RC., p. 229. 
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vided the other parties did so. The owners expressed their ac- 
quiescence in cool and guarded terms. But sheltering themselves 
behind an unfortunate ambiguity in the language of the Re- 
port,'" they insisted that the minimum percentage to be added to 
basic rates should be settled by district negotiations, and made 
it plain that the subsequent approval of the National Conference 
—which they agreed should be secured—was to be, under the 
wage agreement they contemplated, little more than a formal 
matter. The Commission clearly intended, however, that the dis- 
trict associations should merely propose changes, not settle 
them, the effective control of district minima remaining in the 
hands of the national authority. The subtle change of empha- 
sis introduced by the owners immediately revealed a cleavage 
which dominated the controversy in the succeeding months. The 
miners insisted on retaining national negotiations and a national 
minimum with no district variations, and refused to consider any 
proposals for reducing wages, which they declared were already 
too low. “Not a cent off the pay, not a minute on the day,” be- 
came their slogan. 

In the middle of April the owners put forward district wage 
offers which went far below the 10 per cent reduction contem- 
plated by the Commission. These were promptly refused. On 
April 30 the government subsidy expired, and the owners made 
a final offer of a uniform reduction of the national minimum to 
the 1921 figure—which was substantially the wage proposal of 
the Commission—but coupled it with a return to the 8-hour day, 
which the Commission had condemned, without a corresponding 
increase of pay. This offer too the miners emphatically rejected, 
and the stoppage had begun. 

The course of events in the ensuing months can only be 
sketched very lightly."* The period May 1—-May 12 witnessed 
the rash and indefensible general strike, which constituted but 
a costly interlude in the mining dispute and did the miners’ 

* Pointed out by Professor J. H. Jones in the Economic Journal, June, 1926, 
p. 292. 

™ The outline history of the stoppage presented in the next few pages has 


been compiled from the files of the Manchester Guardian Weekly, articles in the 
Round Table, and the columns of Hansard. 
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cause more harm than good. On May 14 the Prime Minister 
came forward in an endeavor to end the dispute, and submitted 
the following proposals: the government would attempt to pass 
a bill giving effect to most of the recommendations of the Royal 
Commission for the reorganization of the industry, and would 
set up a board consisting of three representatives of the coal 
owners and three representatives of the men, with an independ- 
ent chairman, to frame a national wages agreement. In the event 
of disagreement, the decision was to rest with the chairman. 
Meanwhile, however, the miners should consent to an immediate 
reduction of wages. This the miners refused to do, nor would 
they agree to leave the settlement of the wage issue to a neutral 
chairman; in other words, they would not have arbitration on 
the matter. The owners also rejected the Prime Minister’s pro- 
posals and attacked the contemplated reorganization of the in- 
dustry by legislative action as a form of unnecessary, unjustifia- 
ble, and harmful “political interference.” 

The next important move was also made by the government, 
a move distinctly favorable to the owners. In June a bill was 
introduced making it permissible for an 8-hour day to be worked 
in the mines for the next five years. As a counterpoise the gov- 
ernment introduced at the same time a bill providing for the 
reorganization of the industry, but this proved a feeble meas- 
ure which omitted a number of the most important proposals 
of the Royal Commission and embodied others only in a partial 
and emasculated form.’® In July both bills became law. 

Following the passage of the Eight Hours bill the owners 
posted notices in most of the districts offering pre-strike wages 
for an 8-hour day. Their loyalty to the Miners’ Federation 
strained by the apparent stalemate, a number of men returned 
to work on this basis. Beginning in Warwickshire and Leicester- 
shire, the drift back to work was at first a mere insignificant 
trickle, but soon the breakaway spread to the more important 
areas of Nottinghamshire and Derbyshire, and there, in August, 

” A summary of the bill is given in the Manchester Guardian Weekly, June 


25, 1926. For the debates in which the limitations of the bill are exposed, see 
Hansard, Vol. CXCVII (1926). 





374 WILLIAM H. WYNNE 


the trickle turned into a stream. As the number of men at work 
increased, the owners’ hopes of reaching district settlements in- 
dependently of the Miners’ Federation naturally grew stronger. 
Meanwhile, in July, the General Council of the Trade Unions 
Congress had published a statement deprecating the standpat 
attitude of the miners, and a feeling of disaffection was growing 
among the rank and file of workers in other industries who were 
suffering as a result of the stoppage in the coal fields. But it 
was not until the middle of August that the miners reached a 
point of willingness to discuss wage reductions; they insisted, 
though, that negotiations must be on a national basis. Now, 
however, the victory of the long purse over the empty stomach 
was well within sight, and the owners refused flatly to consider a 
national agreement. Mr. Churchill, acting in Mr. Baldwin’s ab- 
sence as head of the government, met the mine owners’ repre- 
sentatives and criticized their attitude sharply. In deference to 
his appeal, they referred the matter to the owners’ district as- 
sociations, but the latter bluntly refused to give the Mining As- 
sociation power to negotiate nationally, or even to enter into a 
tripartite conference with the government and men. The govern- 
ment then approached the miners, proposing an immediate re- 
turn to work under provisional district settlements. A national 
arbitration tribunal would then be set up by statute, with power 
to co-ordinate such of these settlements as involved longer hours 
on principles of a national basis. The miners countered with an 
alternative offer to accept a 10 per cent wage reduction for a 
7-hour day—virtually the recommendation of the Royal Com- 
mission—provided the whole Report were carried out. But these 
proposed solutions went the way of previous ones. The govern- 
ment refused to entertain the miners’ offer, on the ground that 
many pits were already in operation under longer-hour agree- 
ments, while the miners rejected the government’s offer by an 
overwhelming majority. 

Meanwhile, nevertheless, the men were returning to work 
in increasing numbers. By the end of October more than one- 
fifth of them were at work, and more than a million tons of coal 
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were being raised weekly.” The miners’ leaders conducted a vig- 
orous campaign in the coal-field areas to induce the men to leave 
the pits, but with no substantial success. The General Council 
of the Trade Unions Congress seized the opportunity which the 
failure of the campaign afforded to come forward as a mediator, 
and, through its offices, negotiations between the miners’ repre- 
sentatives and the government were renewed. The latter repeat- 
ed the terms it had previously proposed—district settlements 
and a national tribunal; on November 13 a miners’ delegate 
conference decided by a modest majority to submit the govern- 
ment’s proposals to the district lodges of the Miners’ Federa- 
tion, with a recommendation that they be accepted. The dis- 
tricts, however, rejected the proposed peace terms, whereupon 
the government withdrew its offer of a national tribunal, while 
the delegate conference advised the men to resume work on the 
best terms they could secure through district negotiations with 
the owners. In a few days all the coal fields had agreed on terms, 
and the stoppage was over at last. 

The agreements provided in some districts for an 8-hour 
day; in others for a 74-hour day. Provision was made in most 
cases for pre-stoppage wages for some months, then a drop to 
approximately the 1921 minimum. The principle of division of 
proceeds between owners and men was retained, though in some 
districts the men’s share was reduced from 87 per cent to 85 per 
cent. The duration of the agreements varies in the different 
areas, and ranges from five years in Nottinghamshire and Der- 
byshire to only one in Durham. Everywhere the dispute ended 
on the owners’ terms—longer hours as well as reduced wages, 
and district settlements with the elimination of the Miners’ Fed- 
eration from wage negotiations.”* 

The stoppage has cost the nation over £500,000, municipali- 
ties are groaning under the burden of poor-law relief granted to 
miners and their families, the workers have been left impov- 
erished, and there is even less of good will between employers 
and men in the coal-mining industry than before. Never was the 


* Round Table (December, 1926), p. 123. 
™ The agreements are summarized in the Economist, December 11, 1926. 
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futility of resorting to strife in a dispute which called eminently 
for bargaining and compromise more clearly demonstrated. In 
the whole history of the disastrous stoppage there is little to 
reflect on either the owners or the miners’ leaders even a single 
ray of credit.” 

Sir Herbert Samuel, the chairman of the Royal Commission, 
declared in December last that not a single impartial article or 
comment had approved the attitude of the owners.”* They have 
been aptly termed “the fundamentalists of laissez faire.” In the 
face of exhaustive official reports in which the serious defects in 
the organization of the industry have been exposed, defects 
which cause the expenses of production to be unnecessarily high, 
they have insisted that all is well and have thrown the full bur- 
den of the industry’s troubles on to the workers. During the war 
and the few years immediately preceding, and also in the boom 
year, 1923—the year of the Ruhr occupation—the mine owners 
as a whole made huge profits. Out of these there was freely 
distributed in the form of exceptional dividends money which 
should have been used to re-equip the backward mines and pro- 
vide them with the latest labor-saving devices, or set aside as a 
reserve to tide over bad years.** The Mining Association (the 
national body representative of the employers) is dominated, it 
may be added, not by the most able and enlightened mine own- 
ers, but by the owners of badly managed or moderately equipped 
mines.*° The latter have been the strongest advocates of district 
wage negotiations, in which they see not only a means of insuring 
their own survival, but an opportunity to destroy the power and 
influence of the men’s unions. 

The miners had the misfortune to be guided by unwise and 
extreme men. Had the leaders been men of business. capacity 
and statesman-like temper, they would have made it plain to 
their followers from the beginning that some reduction of wages 

* Cf. the vigorous article by the Right Hon. C. F. G. Masterman, “The Coal 
Conflict and After,” in the Contemporary Review, January, 1927. 

* The Times (London), December 6, 1926. This was the first of an impor- 


tant series of articles in the Times by Sir Herbert Samuel discussing the lessons of 
the coal dispute. The remaining articles appeared on December 7, 8, and 9. 


™* Right Hon. C. F. G. Masterman, loc. cit. * Ibid. 
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was inevitable, and have endeavored to negotiate the best bar- 
gain possible. Instead they took their stand on an impossible 
slogan which ruled out any attempt at compromise. At the out- 
set public sympathy was strongly with the miners, and had their 
case been handled with tact, moderation, and common sense, not 
only would they have been able to secure better terms than they 
eventually did, but the government would have been hard put to 
it to avoid playing its part by bringing in at an early stage a 
powerful reorganization bill to supplement effectively the major 
proposals of the Commission, instead of the feeble measure it 
produced after a delay of four months. Yet, however the blame 
be assessed, the fact remains that, though the stoppage has been 
brought to an end, little or nothing has been done to remedy the 
deep-seated causes of trouble in the industry, and it is to a con- 
sideration of these that we must now turn. 

There are in Great Britain about 2,500 coal mines, belong- 
ing to 1,400 separate undertakings. Only 12 per cent of the min- 
eral is the property of these undertakings, the rest being the 
property of some 4,000 persons who own the coal by virtue of 
their ownership of the surface. Each company has to lease the 
right to work the coal, and to pay a royalty to the owner of the 
mineral. On the average, five leases have had to be obtained 
for each mine worked. Disputes over surface rights have been 
common, and frequently no way of adjusting these has been 
found other than by leaving a wastefully large barrier unhewn, 
with the consequence that “the areas of coal worked have not 
necessarily been those areas which could most economically be 
worked from that pit, but those for which the mine owner has 
succeeded in obtaining leases.’”® The divided ownership of the 
mines and mineral has therefore been a serious drawback to the 
economical planning and development of the industry; it has 
meant undue expense in drainage, needless underground haul- 
age, and has in many instances made it necessary for miners to 
travel long distances in the pits to and from their work. Both 
the Sankey”’ and Samuel commissions unanimously recommend- 


* RRC. p. 77. 
*™ The Royal Commission of 1919, presided over by Mr. Justice Sankey. 
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ed that the nation should buy out the mineral owners, but noth- 
ing has been done to carry out this recommendation, and the 
Baldwin government has made it plain that it does not intend 
to do so. 

The advantages of state ownership of the mineral, the recent 
Commission pointed out, “will be greatest in relation to coal that 
is to be worked in the future,” for “the lay-out of the present 
mines is in the main decided and cannot be radically changed”; 
but even in respect to these “the state may sometimes be able 
to exercise a useful influence during the currency of the leases; 
and still more when the leases fall in for renewal.’’** 

While substantial technical advantages may be realized by 
the elimination of the private royalty owner, the worker will 
gain little or no direct financial benefit, for responsible advocates 
of nationalization are agreed that the state, as the new owner of 
the mineral, should continue to charge a royalty. The miners, 
too, are willing to have this so, but they deeply resent what they 
regard as payment to private landowners in return for no service 
of a sum “equal to an average charge of 2s. every week upon the 


wages of every man and boy employed in the industry,” and so 
long as this grievance continues unredressed “‘it is unlikely that 


there will be lasting peace in the industry.”””° 


Abundant evidence has been educed to show that the present 
organization of the industry into 1,400 separate undertakings is 
wasteful and uneconomical. Many of these enterprises are con- 
ducted on a very small scale, and the most needed reform in the 
industry is the amalgamation of the small concerns into larger 
units. The advantages of such combinations would be mani- 
fold: they would benefit by “all the economies of large-scale 
production . . . . particularly in the provision of electric pow- 
er, in the purchase of supplies, in maintaining the stock of stores, 
and in the economical running of repair workshops”; economies 
in transport could be effected; “the sales organization would be 


"REL. p. 82. 


* Ibid., p. 110. The present yield of royalties is about £6,000,000 per annum, 
or, on the average, less than 6d. per ton. It was estimated for the Commission 
that the cost of purchasing the mineral would be about £100,000,000 (ibid., p. 81). 
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in a stronger position to secure favorable prices, . . . . while 
direct sales could be made to large consumers,” thereby elimi- 
nating the profits of middlemen; the work of management could 
be subdivided, and highly competent specialists put in charge 
of the various departments; greater command over capital would 
be gained, thus enabling the collieries to be equipped with the lat- 
est labor-saving mechanical devices; finally, larger units would 
make it possible for “the process of closing obsolete pits and 
opening new ones . . . . to be undertaken scientifically.” 


TABLE I 


WorKING RESULTs oF COLLIERY UNDERTAKINGS OF VARIOUS SIZES 
GREAT BRITAIN, JANUARY-JUNE, 1925 








. TonNAGE RAISED Ourrur 
YEARLY OUTPUT OF eo PER _ Costs 
bcp pcrs, ont UNDER- Total (in | Percent- — (SH. PER i 
TAKINGS nee (Cwrs.) Ton) 








Less than 5 32 12.78 | 23.51 | 32.01 
5 and under 200. .. 27,300 ; 16.22 | 19.02 | 20.23 
200 and under 400... 36,304 ; .05 | 18.43 | 19.21 
400 and under 600. .. 72 35,118 . ‘ 17.90 | 18.04 
600 and under 800... 28 19,132 : " 17.58 | 17.82 
800 and under 1,000. 20 17,992 ; : 17.52 | 17.65 
1,000 and under 2,000 . 42 | 56,280 ; ; 17.77 | 17.49 
2,000 and over....... 8 22,744 ; ’ 17.39 | 17.11 





613 |215,052 . 18.32 | 17.98 | 18.23 


























Statistical evidence of the general advantages of larger units 
of production is presented in Table I, showing the actual results 
of colliery working.** 

These returns disclose clearly that the greater the size of the 
undertaking, the lower, on the whole, the average cost per ton, 
and the larger the output per man-shift and the profit per ton.” 
Variations in profitability are of course attributable in part to 
natural causes, for the mines exhibit wide differences in respect 
to thickness of seams and their depth from the surface, the pres- 
ence or absence of faults and water, and proximity to a market 


” R.R.C., pp. 49, 50. * Tbid., p. 54. 


“The working results for the period January-December, 1923, a boom pe- 
riod, show similar relationships (see the table in R.R.C., p. 259). 
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or port. But this consideration in no way invalidates the broad 
conclusion reached previously, for the larger mines are not nec- 
essarily those with the best natural advantages, and the relation 
between size of undertaking and profitability holds, not only for 
Great Britain as a whole, but, with one exception, for each of the 
nine main coal-field areas in the country.** Nor is age a compli- 
cating factor, for the larger and more profitable mines have in 
general little advantage in age. “Mines employing 3,000 per- 
sons and over have, in fact, an average age (38 years) somewhat 
below the average of 43 years for all mines. Those employing 
from 2,500 to 3,000 persons, however, are well above the aver- 
age in age; the whole group employing more than 2,500 is just 
at the average age.””™* 

While several important amalgamations were made at vari- 
ous dates in the present century, in recent years the process ap- 
pears to have come to a standstill. Why, it may well be asked, 
if the advantages of combinations are so great, do not the mine 
owners voluntarily press forward the process of fusion? Proba- 
bly the main reason is that in the face of all the independent ex- 
pert testimony and the existence of several large aggregations in 
the industry which are realizing the economies of large-scale 
production, the Mining Association, which, as already pointed 
out, is dominated by the least enterprising owners, maintains 
that “there would be no saving whatever through grouping.” 
The unprogressive owners—who are only too numerous—refuse 
to be shaken out of their lethargic complacency and to realize 
that, with foreign competition yearly growing fiercer, the easy 
profit-making days of the industry are forever past. Meanwhile 
they seek to make labor suffer the full consequences of their vis 
inertiae. Yet, even where the advantages are realized, fusion is 
hindered by serious obstacles. “Which of the old concerns is to 
be predominant in the new combination? Which of the directors 
and the managers are to be displaced? What is the valuation to 
be put upon each of the properties? How much above its market 
value at the moment are the promoters of the new scheme ready 
to pay to the owners of an adjacent colliery, rather than sur- 
render the completeness of their project?” 


* Ibid., p. 250. * Ibid., p. 265. * Ibid., p. 59. 
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Since the mine owners, of their own volition, have done so 
little to effect amalgamations, the question arises, Is it desirable 
to apply compulsion in any form? Nationalization is one pro- 
posed solution, and compulsory unification of the industry on a 
district basis under private control is another. The former is 
the one favored by the Miners’ Federation and the Labor Party, 
and it was also supported by Mr. Justice Sankey, the chairman 
of the 1919 Royal Commission; the latter policy was advocated 
by Sir Arthur Duckham, a member of the Sankey Commission. 
The Samuel Commission rejected nationalization in favor of a 
continuance of private ownership, but would not go nearly as 
far as Sir Arthur Duckham in its proposals for reorganization. 
It opposed any general measure of compulsory amalgamation, 
but favored the use of compulsory powers where an amalgama- 
tion, desired by some undertakings, was prevented by the re- 
fusal of others whose co-operation was necessary; the action to 
be taken “should rather be of the nature of securing the transfer 
of leases from the present holders to the new combination ... . 
than any attempt to make the parties work together against 
their will.’’** The sine qua non of such a scheme is obviously ac- 
quisition of the mineral by the state. It is not possible here to 
discuss the comparative merits of these various proposals for re- 
organization. The significant point for the purposes of this arti- 
cle is that the initiative of the industry has not hitherto been 
sufficient to effect the necessary reorganization, and the workers 
have, therefore, good reason for discontent with the laissez 
faire attitude of governments, present and past, in the matter. 

Analyzing the statistics of profits and loss in greater detail, 
the Commission showed how seriously the industry is clogged 
by the presence of numerous uneconomic small pits. In 1925, 
when the average loss for all undertakings was 3d. a ton, 114 
undertakings sustained losses of more than 3s. a ton, and of 
those 110 had a yearly output of less than 400,000 tons. In 1923, 
when the average profit for all concerns was 2s. 12d. per ton, 
120 lost rs. or more, and, of these, all but seven were below the 
400,000-ton line of yearly output. Similar results were shown in 
1924.In each of these periods 110 or so small undertakings 


* Ibid., p. 6. 
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showed results about 3s. a ton worse than the average. These 
undertakings constitute approximately “one-quarter of all the 
small undertakings, and produce about 5 per cent of all the 
coal.’’**? They manage to struggle along from one boom period 
to the next, but they remain a drag on the progress of the in- 
dustry. An amalgamation which embraced such uneconomic pits 
would close them at an early date, and their elimination from 
district wage ascertainments would increase net proceeds and 
so tend to improve wages. Even as things are at present, the 
Commission favored the exclusion of small pits (these being, on 
the whole, unsuccessful) from the wage ascertainment on the 
ground that “the wage rate for the district should be set by the 
most efficient employers in it, and not be depressed by the less 
efficient.”** 

While in some areas coal fields have steadily been declining, 
in others rich new seams are being developed. Within the last 
thirty years a great new coal field has been opened up in South 
Yorkshire and Nottinghamshire, the output from which exceed- 
ed 11,000,000 tons in 1911, and is estimated to reach by 1930 
about 20,000,000 tons. Rich seams have also been found in 
Kent, and are beginning to be worked. In view of the present 
and prospective demand for coal both at home and abroad, the 
growth of these new areas makes essential a contraction of the 
industry elsewhere by, it has been estimated, as much as 15 or 
20 per cent.*® The changing localization of the industry has 
brought with it a material surplusage of workers, for, instead of 
absorbing labor from the declining pits in other districts, the 
new mines in the Midlands have been manned by fresh recruits 
to the industry drawn from the surrounding territory. The ex- 
cess of miners in the older areas is largely a consequence of the 
immobility of mining labor, for mining is to a large extent local- 
ized in isolated villages where no other industries are carried on. 
It is urgent that households be transferred from the marginal 
collieries to the new districts, but this transference has been 
practically impossible hitherto because of the shortage of avail- 


* R.R.C., p. 56. * Ibid., p. 143. 
* Sir Josiah Stamp, Foreign Affairs (U.S.A.), July, 1926, p. 548. 





THE BRITISH COAL STRIKE AND AFTER 383 


able houses, a shortage which has not yet been overcome. Even 
when the housing difficulty is met, there will remain something 
like 150,000 surplus mine workers who must be absorbed into 
other industries as these recover their prosperity, or emigrate; 
needless to say there are many difficulties that stand in the way 
of both these solutions. The Commission recommended that 
“the government should be ready to take all practicable meas- 
ures for the assistance of any labor that may be displaced, or for 
facilitating its transfer, and should provide such funds as might 
be required for those purposes.’*° It is impossible for the gov- 
ernment to maintain a laissez faire attitude in the matter, and 
an extension of unemployment “doles” offers no solution, but, 
so far, no adequate constructive policy for easing the pains of 
contraction has been formulated by the government. 

It is not only in its organization for production that the coal 
industry is seriously defective, for there is room for material 
improvement in the machinery of distribution. There are about 
1,500 factors, or wholesale merchants, in the country, and not 
less than 27,000 retail merchants. The retail merchant may buy 
either directly from the colliery, or through a factor; while he 
may sell either directly to the consumer, or to a small retailer, 
who in turn supplies the consumer. The most uneconomical as- 
pect of this system is the multiplicity of retail dealers, each with 
his own independent establishment. There is widespread agree- 
ment among impartial experts that municipal trading in coal 
would make possible an appreciable saving in middlemen’s costs, 
and both the Sankey and Samuel commissions unanimously rec- 
ommended that the local public authorities should be given stat- 
utory powers to engage in the distribution of coal, not as a 
monopoly, but in competition with private merchants. This rec- 
ommendation has not been carried into effect. 

Uneconomical as is the present system of retail distribution, 
a more far-reaching defect in the methods of marketing coal is 
the lack of co-ordination among the collieries, the consequence 
of which is excessive internal competition. “The coal mining in- 
dustry . . . . to a greater degree than many others, suffers 


“R.RC., p. 231. 
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from the effects of booms and slumps in general trade. Periods 
of keen demand and good prices, stimulating production, are 
followed by periods of depression; demand slackens and there 
is fierce competition to sell and a heavy fall in prices before 
production is adjusted to demand.”** While normal competi- 
tion may be a stimulus to efficiency, excessive competition, from 
which the coal industry is at present suffering, leads to overpro- 
duction and price wars. To mitigate the evil effects of excessive 
competition, in Germany the coal trade has been organized into 
a national system of kartells, while in Great Britain numerous 
marketing arrangements have been put into operation in prac- 
tically every important industry except coal mining. On the 
marketing side coal remains the least organized of all the major 
industries in the country. The Samuel Commission urged the 
collieries to establish co-operative selling associations, especially 
in the export trade, and a departmental committee was appoint- 
ed to investigate this question in detail.* 

Of the eleven members of the committee, eight reported 
strongly in favor of co-operative selling (or “organized market- 
ing,” a wider term which they preferred to use), and the re- 
maining three—all representatives of the coal owners—con- 
demned the whole idea. The majority contended that organized 
marketing would tend to stabilize prices, and hence proceeds 
and wages, and thereby help materially to keep peace in the in- 
dustry, while larger selling units would also make possible sub- 
stantial economies in distribution costs. They attached little 
weight to the main objection of the minority: that co-operative 
selling agencies would compel the consumer to pay higher prices, 
and thus, so far as the home trade was concerned, injure the 
heavy industries which depend largely for their prosperity on 
“cheap coal.” The coal owners would find it against their own in- 
terests to abuse any monopoly power they might acquire, while 
“external safeguards could be provided.” It was to the interest 
of large consumers to get the coal at a fairly constant price, 

“ Reports of the Departmental Committee on Co-operative Selling in the 
Coal Industry (1926), Cmd. 2770. 

* Ibid. 
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rather “than to gain the temporary advantage of being able to 
buy for a time at less than the economic price and then have to 
make up for it by paying a much higher price at a time of boom.” 
And, even if the home consumer had to risk paying a little more 
for his coal, he would be more than compensated by the contri- 
bution organized marketing would make toward the foundation 
of a lasting peace in the industry and the elimination for the fu- 
ture of those costly and nationally injurious stoppages in the coal 
mines which have been so frequent in the past. 

The majority report pointed out that the lack of consolida- 
tion in the industry constitutes “‘a serious impediment,” and ex- 
pressed the conviction that the “full development and benefits 
of organized marketing . . . . cannot be realized unless the 
industry can be consolidated by amalgamation into a much 
smaller number of units.” The Report approved the establish- 
ment of local selling pools, such as are already in operation in 
South Yorkshire, as a step toward the setting up of a district or- 
ganization “‘to co-ordinate the marketing of coal over the whole 
of the coal field.” Such organizations would have a more effec- 
tive scope than local pools for influencing the market, though 
not to the extent of securing any substantial degree of monopoly. 
Since a district organization would be impracticable without the 
membership of practically all the coal owners in the district, the 
Committee recommended legislation to compel a minority of, 
say, 25 per cent or less, calculated on a tonnage basis, to come 
into an approved scheme backed by a 75 per cent majority. 
They considered that from the standpoint of the industry the 
co-ordination of district organizations would be desirable. But 
such a federation would acquire a monopoly power against the 
abuse of which adequate safeguards would be required. Even 
so, such an organization “could not be justified unless the in- 
dustry effected economies not only in the marketing of coal, but 
also in all phases of its production and transport.” 

Lack of agreement among colliery owners generally as to the 
desirability of organized marketing is a further serious impedi- 
ment to action. Opposition to the principle centers chiefly in the 
exporting areas, yet it is in the export trade that organized mar- 
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keting is most needed. While no national marketing organiza- 
tion could in itself control the price of coal in international mar- 
kets, it could help to maintain prices at a remunerative level in 
those foreign markets where competition is not so much between 
British and foreign exporters as among the British exporters 
themselves.** Only a central committee co-ordinating the dis- 
trict organizations in the export areas could effectively eliminate 
this “unnecessary competition.” Such a committee, moreover, 
would be in a favorable position to negotiate an agreement with 
foreign organizations, particularly with the German kartell, for 
the regulation of international competition. 

As those European countries in which the post-war eco- 
nomic depression has been most severe recover their prosperity, 
their demand for coal is bound to strengthen, but, as has already 
been pointed out, the falling off in demand since pre-war days is 
due in part to factors which are likely to exert a permanent in- 
fluence. Meanwhile the great coal-producing countries have 
been steadily enlarging their productive capacity and there is a 
possibility for the future of a continuing oversupply of coal on 
the world’s markets, with its corollary of cutthroat competition 
—particularly between England and Germany, the chief ex- 
porting countries—and unremunerative prices. Attention has 
been drawn to this situation, not only by the majority of the de- 
partmental committee and the Samuel Commission, but by the 
International Miners’ Federation and by prominent individual 
industrialists and labor leaders both in Great Britain and on the 
continent. All declare that there is only one effective means of 
meeting this problem, namely, an international agreement for 
regulating output, such as that negotiated recently by the Inter- 
national Steel Kartell; this, they believe, is the ultimate solution 
of the coal export problem.*° 

“The minority report declared that there was no evidence of the existence 
of such competitive conditions in any foreign market. 

“In his International Trade in Coal (1922), Professor A. J. Sargent presents 
the view that the United States may become in the future a third great competitor 
in the struggle for international coal markets. 


“For a summary of resolutions to this effect passed by the International 
Miners’ Federation, see: Industrial and Labour Information (published weekly 
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The representatives of the colliery owners contend, how- 
ever, that all will be well if only the industry is left alone. The 
British coal industry made great progress before the war under 
a system of “free and open competition,” and it will do so again 
if only costs of production are kept down and no attempt made 
to restrict output. They have no doubt that if only coal can be 
produced and sold more cheaply, “markets both at home and 
abroad will again be found sufficient to absorb the full output of 
a freely expanding industry.”*° 

There is no space here to review the statistical and other 
evidence which constitutes a weighty challenge to this optimistic 
view. Suffice it to say that whatever may be the conditions of 
demand for British coal exports in the future, under present con- 


TABLE II 


British Coat Exports 








i Total Value 
Ornantty Average Value | in £ Millions 
(Approx.) 





June quarter 12,746,126 20s. 7d. 13.1 
December quarter 13,252,303 18s. 5d. 12.3 














ditions, at least, the demand appears to be far less elastic than 
the mine owners generally believe. In this connection, Table 
II,’ showing the effect of the subsidy upon the export trade, is 
instructive. 

As will be seen, elasticity was less than unity. The exporter 
sold an additional half-million tons of coal, but received a mil- 


by the International Labour Office, Geneva), XV, No. 3 (July 20, 1925), 26, and 
XV, No. 6, 28. Extracts from speeches and articles by British and continental au- 
thorities favoring an international agreement are given in the same publication in 
Vol. XVIII, Nos. 5, 6, 7; and Vol. XIX, Nos. 2, 8, 11. 

“ Reports of the Departmental Committee on Co-operative Selling, pp. 
16, 41. 

“ R.R.C., p. to. A comparison of the corresponding statistics for the March 
quarter, 1925, with those for the March quarter, 1926, shows a similar result: A 
fall in price, attributable to the subsidy, from 21s. od. to 18s. 2d., an increase of 
exports by only 88 thousand tons, and a fall in total value from £13.8 million to 
£12 million. The figures are quoted by A. Morgan in the Economic Journal, De- 
cember, 1926, p. 568. 
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lion pounds less in exchange. In effect a substantial gift was pre- 
sented to the foreign consumer, and there can be little question 
that a policy of restriction during this period of depression would 
have been of advantage to the industry. 

Nor is the home demand for coal in the near future likely to 
show any great degree of elasticity. The determining factor here 
is neither oil nor water power, but the increasing economies 
which are being effected in the utilization of coal. Twenty years 
ago it took 181% lbs. to generate a unit of electricity; today 
21% lbs. or less are sufficient. The present output of electricity in 
Great Britain is 7,000,000,000 units per annum. To generate this 
quantity two decades ago, 58,000,000 tons of coal would have 
been required; today, thanks mainly to improvements in engine 
and boiler design, 8,000,000 tons suffice—a saving of 50,000,- 
ooo.*® The use of electricity for a great variety of purposes is 
bound to be considerably extended in the not distant future, 
with a corresponding economy in the consumption of coal. It is, 
of course, possible that ultimately such economies may be more 
than offset by the expansion of industry; but for the next few 
years at least there is little prospect that Great Britain will be 
able to consume more coal than the pre-war average. 

The same broad conclusion holds good for Germany. Con- 
tinuing expansion of coal output in Great Britain and Germany 
is unlikely to be accompanied by a corresponding growth in do- 
mestic consumption, with the consequence that each country 
will tend to have a growing export surplus.*® In times of de- 
pression the demand for these exports is likely to be so inelastic 
in character that unrestricted competition for markets is likely 
to bring disaster in its wake for both exporting countries. The 
salvation of both would appear to lie in the policy already in- 
dicated: a marketing agreement. The task of framing such 
an agreement would undoubtedly present practical difficulties. 
What would be the nature of the agreement? Would minimum 
selling prices be fixed, would output be restricted and quotas 

“A. Morgan, “The Coal Problem as Seen by a Colliery Official,” loc. cit., 


p. $71. 
“ The same may also be said of the United States. 
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allotted, or would an attempt be made to divide out markets? 
Could such an agreement be enforced, and, if so, by what ma- 
chinery? Yet the greatest obstacles in the way of negotiating 
such an agreement are the circumstances already referred to: 
the opposition of the British coal exporters to the principle of 
organized marketing, and the multiplicity of undertakings in 
the British coal industry. In every direction the lack of consoli- 
dation in the industry blocks the path of progress. There is, 
however, one hopeful sign on the horizon. After these many 
years during which the fierce light of publicity has been turned 
upon the defects of the industry, a number of important amalga- 
mations are at last under consideration.°° Meanwhile a cloud 
looms up in the distance. At present” the British mines are ac- 
tive, and trade is back to pre-stoppage figures. But the brisk 
demand is attributable in part to the depletion of stocks during 
the stoppage. When these are filled, the policy of longer hours 
and greater output in the face of the depression will face a stern 
test. The outcome of that test cannot be regarded with any con- 
siderable degree of optimism. 
WILL1aM H. WYNNE 
Witi1aMs COLLEGE 


* The Times of November 3, last, in announcing an important amalgamation 
of collieries with a combined output of four to five million tons, remarked: “The 
importance of the amalgamation lies in the fact that it will be found to mark the 
beginning of reorganisation in the coal industry. The Royal Commission advocat- 
ed amalgamation, and since its report was issued many owners have come to ap- 
preciate its advantages.” 


™ March, 1927. 





LAND SPECULATION AND LAND-VALUE TAXATION 


I. IS THERE SPECULATION IN LAND? 


The advocates of greater taxation of bare-land values have 
often contended that speculation in land is a serious injury to 
the community. It causes economic waste, they say, by compell- 
ing the walking and riding of longer distances, past vacant lots, 
and by requiring a greater extent of water mains, gas and sewer 
pipes, telephone wires, etc. than would otherwise be necessary. 
It decreases productive efficiency, they contend, and so lowers 
wages by forcing the use of inferior land when better land would 
ciherwise be available, and, through restricting the amount of 
land in use, by compelling a more intensive utilization of land 
than would otherwise be economical. Increased taxation of bare- 
land values, they maintain, would discourage speculative hold- 
ing of land and would do so in rough proportion to the increase 
in the tax rate. 

That there is some land held out of use by persons specu- 
latively inclined everyone knows. Many of the speculators prob- 
ably do not consider themselves such. They are willing to sell 
for a “reasonable” price. Some of them want only what the lots 
they own have “cost” them, including in cost the accumulated 
taxes and interest on the original price paid. (Since, at 5 per 
cent interest, compounded, a sum doubles in value approximate- 
ly every fourteen years, a lot purchased for $1,000 and held out 
of use for ninety-eight years should sell for approximately 
$128,000, not allowing taxes, in order to repay to the owning 
family what the land has “cost” them. This might seem a bit 
hard on the person wanting to buy the land, and the income to 
the owning family might not seem to have been paid for by any 
equivalent service rendered. But all that is aside from our pres- 
ent point. ) 

There appears, however, to be some dissent, among profes- 
sional economists, from the view that any considerable amount 
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of land is held out of use for speculative gains. This dissent 
seems to be based on the two assumptions that speculative hold- 
ing of land is relatively unprofitable and that people will not do 
what does not pay. Professor Carver, although favoring land- 
value taxation, expresses his dissent on this particular point as 
follows:* “If an individual, Jones by name, has a tract of land 
which is not being used, there is no reason for believing that he 
would be averse to getting some income year by year while the 
land itself is rising in value on his hands. Thus he would get the 
rise of the value of the land just the same as though it were idle, 
and he would get, at the same time, whatever income it would 
bring him. There are not many men who deliberately prefer a 
smaller to a larger income.” 

Professor Carver, indeed, goes on to say that after land has 
been divided into building lots it cannot be cultivated econom- 
ically; that “the public may be slow in buying the lots for build- 
ing”; and that “for a number of years this land practically goes 
to waste.” Nevertheless, the present writer, in view of considera- 
tions to be advanced in this paper, is inclined to believe that 
Professor Carver underemphasizes both the amount of land 
speculation and the significance of the human traits which pro- 
duce it. 

As a matter of fact, is the situation anything like so simple 
as this? All persons are not alike and do not equally find oppor- 
tunity of gain in the same activity. Even if there are certain 
persons who would find it profitable to put houses or other build- 
ings on certain lots—in case they owned the lots—it does not fol- 
low that those who do own the lots would find it profitable to do 
so. Still less does it follow that these actual owners would know 
such construction to be profitable. And their speculative antici- 
pations and hopes may cause them to put a price on the lots too 
high to justify purchase of these lots by others who might see 
gain from improving them. Nor will it always be feasible for im- 
provements to be made by tenants. Indeed, there must be a good 
deal of land worth using if improved, but not usable to advan- 
tage without the construction of buildings or the making of other 


* Principles of National Economy (Boston: Ginn & Co., 1921), p. 737. 
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improvements, which buildings or other improvements tenants, 
unless they can arrange for long leases or other guaranties on 
terms not likely to be satisfactory to speculating owners desiring 
the privilege of sale without notice and free of incumbrances, 
will not care to construct or to make. 

Let it not be supposed that we are assuming, for the discus- 
sion of land speculation and land improvement, any essentially 
different theories of human action than are properly to be as- 
sumed in the discussion of other economic problems. Thus, if a 
rise in the price of shoes makes the production of shoes in gen- 
eral more profitable than the production of steel rails, it will not, 
on that account, be more profitable for a/c steel-rail producers to 
begin making shoes instead of steel rails. Most of the steel-rail 
producers, employers and employees, are so relatively well 
adapted to steel-rail production and so relatively ill adapted to 
shoe production that for them shoe production would remain the 
less profitable business. So it is with land speculation as against 
building. Not all speculators would find building more profitable 
when and because some speculators would find it more profit- 
able. It does not get us very far to say that if, in general, land 
improvement allows the improver to get both the “unearned 
increment” and something besides for the use of the land and 
the improvement, therefore every owner of land will improve his 
land as soon as advancing population brings a reasonable de- 
mand for the use of such land. 

Many and large plots of land are held unimproved in the 
typical city for many years, while streets are built past them, 
while telephone and electric light wires are stretched over them, 
while gas and water and sewer pipes are laid beneath them, and 
while the expanding population builds homes for itself beyond 
them from the city’s center. That the homes are built thus far 
out would seem to be evidence that there is a reasonable demand 
for these homes. The homes are built, indeed, but they are built 
where their building involves the comparative waste of greater 
distances for streets, electric wires, water pipes, and travel. 

Nor is the evidence convincing that the holding of the in- 
tervening lots, even apart from this incident economic waste, 
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usually serves the purpose of avoiding the tearing down of 
houses for the erection of office buildings and the like, saving the 
vacant land for the latter purpose. Generally, when the inter- 
vening areas are first built up, they are built up in substantially 
the same way as the more outlying districts. Holding the land 
out of use serves, ordinarily, despite possible exceptional cases, 
no good social purpose. It merely forces the earlier use of the 
more distant sites and compels the economic waste associated 
with such use.” 

The prospect of a rise in land values stimulates speculation 
in land by persons who become hopeful of gaining thereby. It 
causes the holding of land for prices higher than the current 
market conditions warrant, and so fairly good land may be held 
out of use while land of inferior location is substituted by those 
who wish to build. Of course, as a city grows, one after another 
of the owners of vacant lots decides to build or to sell. The proc- 
ess of building, in any area of a growing town, despite the re- 
tarding influence of land speculation, does usually proceed at 
a more rapid rate than the process of depreciation. For this rea- 
son—if for no other—the more centrally located areas of a town 
are usually built up (sometimes with buildings inadequate to 
the sites, but at least not absolutely vacant) by the time the 
town has grown to any considerable size. 

Some of the owners who hold land speculatively, even if 
competent to direct construction and to make money from the 
improvements, prefer to use elsewhere their surplus funds, if 
they have any. Of course this may cause capital construction 
somewhere, but not on the speculatively held land. Others hold 
land idle for long periods from mere inertia or indecision. Still 
others, “land poor,” have not the means—and perhaps not the 
credit—to improve, but keep all their holdings, hoping for a 
rise. And there are some owners of vacant land who prefer to 
invest any surplus funds they may have in purchasing more such 
land, hoping to gain a larger percentage on investment thus, 


* See, further, the author’s critical comments in The Taxation of Unearned 
Incomes, 3d ed. (Columbia, Missouri: Lucas Brothers, 1926), pp. 126-28. 
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through an anticipated rapid rise, than they could gain by in- 
vesting such surplus funds in land improvement. 

It may be said—it often is said—that, on the average, such 
large returns are not realized; that, indeed, land speculation 
usually does not pay. Perhaps, on the average, it does not. 
Neither, on the average, do lotteries pay. Nor does wagering 
money on a roulette wheel pay. All such gambling devices are 
purposely arranged so that the gamblers, on the average, pay in 
more than they take out. Else how could the proprietors reap 
any gain? But this does not prevent thousands—should we say 
millions?—of persons from participating in such gambling. 
Those economic theorists who picture the “economic man” as 
a person always choosing the most profitable line of action, and 
who then assume every man to be such an “economic man,” are 
singularly blind to the teachings of experience. 

May not the case of land speculation be in some degree anal- 
ogous? Even if only a minority of the population have the gam- 
bling instinct and would participate in land speculation (or in 
lotteries), that minority may be sufficient to lower somewhat the 


margin of production by holding good land out of use. It is not 
so much, perhaps, that speculation in land causes any great de- 
crease in the total amount of land used, although one would ex- 
pect, a priori, somewhat greater congestion because of such spec- 
ulation. The more obvious effect, at any rate, would seem to be 
the forcing into use of poorer and more remote land instead of 
better and more accessible land. 


II, IF THERE IS LAND SPECULATION, DOES LAND-VALUE TAXATION 
DISCOURAGE IT? 


Some of the economists who contend that land-value taxa- 
tion would not appreciably diminish land speculation, perhaps 
so contend because they think there is practically no speculation 
to discourage. It is this opinion which we have been critically 
examining in the preceding pages. Others, admitting the specu- 
lation, may believe that increased taxation of bare-land values, 
and, therefore, of vacant land, would do nothing to diminish it. 
Indeed, it is sometimes impossible to tell, from a writer’s com- 
ments, which of these views he adheres to. Thus, Professor 
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Frank H. Knight, in a recent book review,® refers disapprov- 
ingly to “the familiar single-tax heresy that taxes on land value 
would have any appreciable effect in the way of bringing addi- 
tional land into use.” No criticism is here intended of Professor 
Knight for failure, in a brief book review, where complete eluci- 
dation of his own opinions could not be expected, to make these 
opinions perfectly clear. What is desired is to make the reader 
see with entire clearness that there are these two possible ex- 
planations of the dissent of various economists from what Pro- 
fessor Knight calls “the familiar single-tax heresy,” and that 
the two views must, for the purpose of critical analysis, be sharp- 
ly distinguished. 

Professor H. J. Davenport seems to have taken the position 
that there is speculation in land, but that land-value taxation, 
unless 100 per cent of the rent were to be taken, could not be ex- 
pected to decrease it.* Indeed, he even goes so far as to argue 
that such taxation (less than 100 per cent) would actually in- 
crease speculation in land. After intimating that relatively little 
agricultural land of high grade is kept entirely uncultivated be- 
cause of speculation’ Professor Davenport goes on to say: 


More serious are the speculative aspects of land-holding and land-im- 
proving in urban centers. So far, clearly, as the outlook for increased earn- 
ing power and higher prices tempts a particular class of operators to invest, 
a class of men with neither the disposition nor the resources for improve- 
ment, some land must be retarded in its improvement—those operators who 
intend a mere gain in price as a return upon investment outbidding the com- 
peting offers of the long-run investor. To remove the inducements to specu- 
lative purchase by canceling all prospect of the private enjoyment of what- 
ever rent or increases of rent shall attach to the land is obviously to ex- 
clude this speculative demand. 

But even the more clear is it that to fix a tax, whether present or pros- 
pective, at anything short of the entire earning power—to leave a shell of 
individual property and income—is merely to make the gains still greater 
in proportion to the investment necessary to control them and is to foster 
the greater speculative activity that goes with operations on margins.® 


*In National Municipal Review, June, 1925. 
*See, however, later suggested interpretation of his statement. 
* That it is improved and cultivated as it might be does not follow. 


* American Economic Review, March, 1917, p. 16. 
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No criticism is here advanced against the first of the pre- 
ceding two paragraphs or against the larger part of Professor 
Davenport’s paper. In the view of the present writer, Professor 
Davenport has carefully analyzed and brilliantly refuted a num- 
ber of arguments currently directed against greater land-value 
taxation. And the case for such increased taxation of land values 
is, indeed, sufficiently strong even if no decrease of speculation 
could be hoped for because of it. But he is mistaken, the present 
writer is convinced, if he does not admit the discouraging effect 
of any considerable increase of land-value taxation, applying 
equally to used and to vacant land, on land speculation—grant- 
ing that there is any such thing as speculation in land, and Pro- 
fessor Davenport is not among those who deny its existence. In 
other words, our criticism—so far as there may be criticism— 
is leveled against the second of the two paragraphs quoted. It 
would seem, however, that Professor Davenport must have had 
in mind, not a general tax on all land value, but only a tax on the 
rent of used land, vacant and unused land being left untaxed. 
In such a case, while the tax would hardly encourage specula- 
tion, it clearly would not discourage it, unless, as Professor Dav- 
enport says, 100 per cent were to be taken, and unless possible 
speculators expected this. But if the tax applied as well to va- 
cant land, then, as Professor Davenport would probably agree, 
it could not but be a discouragement to land speculation. 

Let us attend, carefully, to the arithmetic of the problem. 
Suppose a piece of land having an estimated net rental value of 
$50 a year and a salable value, on a 5 per cent basis, of $1,000. 
A speculator anticipates a rise in its value and buys it to hold for 
such a rise. He has no training for utilizing the land and intends 
only to sell again when the time seems ripe. There is no tax on 
the land. It happens to rise in value at about the rate of 5 per 
cent a year, compound interest, so that at the end of fourteen 
years it is worth about $2,000.” At that time the speculator sells. 
He hoped for an earlier rise, perhaps, and did not intend to hold 


* Throughout the rest of this article, for simplicity of exposition by the 
avoidance of fractions, it will be assumed that 5 per cent compound interest 
means doubling in value in fourteen years. This is not exactly true. A little longer 
is required. 
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on so long, but he congratulates himself that he has secured at 
least 5 per cent on his investment. Perhaps he is lucky. If a 
value of about $2,000 for this land at the end of fourteen years 
had been generally foreseen persons who could use the land prof- 
itably during the interim would have been able to offer more than 
$1,000 at the beginning and would so have been in a position to 
outbid the speculators. On the other hand, if the speculator 
wrongly anticipates a rise to $2,000 in a year or two, and users 
do not share his anticipations, he will outbid them. At any rate, 
in our example, he has made about 5 per cent, compounded, on 
his original investment. But, it may be said, he would have made 
more than that had he used the land, since he would have re- 
ceived the income from its use as well as the rise in its value. 
Such use, however, would have required further investment. 
In the first place, he may lack the necessary experience and 
ability to follow such a course. In the second place, he may be 
unduly optimistic regarding the prospect of a rise in the value 
of the land, and may so anticipate a larger percentage of return 
from using all his funds in speculation than from using a part 
of them in construction. 

But our concern here is with the question whether taxation 
of land would make any difference. Granting that land specu- 
lators are, on the average, of the unduly optimistic, gambling, 
lottery-loving type, does taxation of land values put on them any 
penalty of such a sort that they are less likely to speculate with 
such taxation than without it? In the case we have assumed, 
there being no tax, the speculator gains about 5 per cent, com- 
pounded. He might, to be sure, have gained more by improving 
the land, but we have seen why an optimistic person with a lot- 
tery-loving type of mind—as well as some speculative holders 
of a different type—might be unlikely to invest in improvements. 
How would the case stand, now, if the tax rate were high enough 
to take half of the potential rent, or $25 a year, going up to $50 
a year at the end of the fourteen-year period when the land had 
doubled in value?* In that case, the value of the land would be, 

* As was pointed cut in a previous note, it is not quite true that 5 per cent 


compound interest means doubling in fourteen years. The period required is a 
little longer. 
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presumably, only half as great at every point of time. It would 
be $500 at the beginning of the fourteen-year period, instead of 
$1,000. It would be $1,000 at the end of the fourteen years, in- 
stead of $2,000. Does the speculator gain a larger percentage 
than before, or even as large a percentage? His land rises from 
a value of $500 to a value of $1,000, instead of from $1,000 to 
$2,000. But he now has to pay an annual tax of $25 a year, com- 
ing up to $50 at the end of the period. His net percentage gain 
is certainly smaller. 

If the speculator wants to invest as great a sum at the begin- 
ning as if there were no tax, viz., $1,000, he will have to buy 
twice as much land. If this land rises from $1,000 to $2,000 in 
value during fourteen years,’ he will have gained 5 per cent, 
compounded, minus the annual tax which begins (on this larger 
piece of land having a rental yield of $100) at $50 and works 
up to $100 at the end of the fourteen years. Is it not clear that 
the gains from land speculation are seriously reduced by such a 
tax? The speculating owner certainly doesn’t come anywhere 
near making 5 per cent! 

But there may have to be faced, in the minds of some 
economists, another objection. Granting that the returns from 
land speculation are reduced by such a tax, they may say, will 
not the returns from land utilization be reduced in equal degree? 
Most assuredly not. The returns from such utilization are as 
large a percentage as before. The land yields as large a net per- 
centage of rent on its value, for, the tax being capitalized, the 
land can be purchased for a correspondingly lower price. 
(Indeed, since the price of the land may have depended not 
solely upon the bidding of would-be users, but partly upon the 
bidding of speculators, and since this bidding tends to be dis- 
couraged by the tax in question, the price of the land may con- 
ceivably fall by a greater percentage than the net potential 
rent.)*® And the yield of the improvements is certainly no less. 


* A little over fourteen years, but nearer fourteen than fifteen. 


* In so far as the value of land is determined by users rather than specula- 
tors, a tax which reduces the net rent of land tends to reduce its salable value in 
the same, but in no greater, proportion. 
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Let us suppose, now, a higher tax, taking nine-tenths of the 
potential rent. This will leave $5 net potential rent on the lot, 
instead of $50, and should make its salable value one-tenth as 
large, or $100."* If the speculator now buys it, and if it doubles 
in value in fourteen years, as before, it will then be worth $200 
(the capitalized value of $10 a year net rent, i.e., of $100 minus 
a tax of $90). The speculator can be said to gain $100, or 5 per 
cent compounded, only if no consideration is given to his outgo 
of $45 a year, gradually increasing toward $90. Even if the rise 
of rental value takes place suddenly at the end of the last year, 
so that the tax is a flat $45 a year for the entire fourteen years, 
still the speculator has had to suffer an outgo of $630 ($45 
15) during fourteen years in order that he may sell for $200 at 
the end of that time the lot he bought for $100 at the beginning. 

Or suppose he wants to invest as much in land as the 
given lot would sell for if untaxed, viz., $1,000. Then he would 
buy ten such lots. If, at the end of fourteen years,’ the ten lots 
have doubled in value and can be sold for $2,000, the speculator 
cannot consider that he has made $1,000, or 5 per cent com- 
pounded, unless he refuses to reckon, as offsetting this gain, the 
annual tax. This annual tax on the ten lots, assuming no rise 
in value until the end of the period, is $450, amounting, during 
the fourteen years, to $6,300. Clearly, such a speculator would 
not fail to gain, but would suffer, relatively to his original in- 
vestment, a tremendous loss. 

Yet a person who wished to buy the $1,000 worth of land 
at the beginning of the period for improvement and use would 
be able to make just as large a return upon the land, as such, 
as if there were no tax. For the diminished rental yield would 
be as large a percentage as before of the lower capitalized price. 
And the return on the improvements put upon the land would 
not be reduced. Indeed, if the heavier tax on land values should 

™ See, however, foregoing remarks regarding possible effects of discouraging 
speculation. 


* Fourteen years, plus. 
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make possible a reduction of the tax on capital, the net percent- 
age of return on the improvements might be greater.** 

If, then, $1,000 invested in land will yield as large a return 
in future rents when land values are heavily taxed as when they 
are not taxed at all, provided the land is improved and used, and 
if $1,000 invested in land held vacant and unused, which 
happens to double in value in fourteen years, will yield some 5 
per cent, compounded, if there is no tax, but will cause a net 
loss of $5,300 ($1,000—$6,300) if there is a tax of 90 per 
cent, shall we say that the advantages of use and speculative 
holding are in the same relation to each other whether there is 
a tax of zero or one of go per cent? Yes, if the tax is only on 
rent actually received. No, if it is on potential rent and applies 
equally to unused, partially used, and fully used land. 

But perhaps some one will still say that, even if the land 
is not taxed, the speculator will really suffer as great a loss 
through speculating as if it is heavily taxed, the difference being 
merely that, in the former case, he fails to secure a gain which 
he might get by using the land, while in the latter case he suffers 
an outgo in the form of an annual tax. 

Let us compare the two cases and see if there is really no 
difference. With no tax, assuming the land to double in value in 
fourteen years, an investment of $1,000 in land not used nets 5 
per cent. But it might, if the land were used, net, in addition, 
$50 a year. (We shall here assume, for simplicity of exposition, 
that the rent does not rise above this annual sum for fourteen 
years, when it suddenly becomes $100; but our proposition 
would be equally demonstrable in any case.) There is, then, 
a loss of $700 rent in the sense that the speculator might have 
had this rent in addition to his increment. With a tax of 90 per 
cent, his loss in net rent (what he might then have by using the 
land) is $5 a year, or $70, and his outgo for taxes is $45 a year, 
or $630, making $700, as before; but his gain from rising value 


* The larger net return on capital, unless and until increased saving reduced 
the rate of return at the margin, would involve capitalizing Jand at a higher inter- 
est rate, so that the net rent of land would be a higher percentage of its salable 
value than if there were no tax on the land. 
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is only $100 ($100 to $200). Or, if he buys a piece of land ten 
times as large, so investing an equal sum, $1,000, at the start, 
then his loss of net rent from holding the land idle is $50 a year, 
or $700, and his outgo in taxes, $450 a year, or $6,300, making 
a total of $7,000 as against a rise in value of $1,000. 


III. SUMMARY AND CONCLUSION 


The percentage of increase in the originally invested sums 
may be as great—if the land rises in value as the speculator 
hopes—whether there is a tax or not; but the annual penalty 
is much greater in proportion as there is a heavy tax. It is as 
if a person who risked $1,000 in a lottery, on the roulette wheel, 
or in some other gambling venture had to pay a tremendous sum 
in taxes for the privilege of engaging in the lottery or other ven- 
ture, a sum which would probably more than equal his gains 
even if there should be gains. Would not such a tax diminish 
land speculation? Shall we say that it does not diminish land 
speculation because there isn’t much of any, on the theory that 
it doesn’t pay on the average and that people won’t do what 
doesn’t offer probabilities of paying? Shall we say that a tre- 
mendously heavy tax on persons participating in lotteries and 
other gambling in proportion to the amount of their participa- 
tion, so that they could hardly gain under any circumstances, 
would not diminish gambling because there wouldn’t be much 
anyhow, since, on the average, gambling does not pay, and since 
people don’t do things that do not pay? In truth, gamblers 
differ. A low tax would discourage some of them. But a suffi- 
ciently high tax, if it could not be evaded, would discourage 
nearly all of them. 

There is nothing in the nature of men as we know them to 
justify an a priori conclusion that no appreciable speculation 
in land ever takes place. On the contrary there is, a priori, every 
reason for expecting a considerable amount of such speculation. 
For we know that many persons will “take a chance” at ven- 
tures when the average result to participants must be loss. 

Will those who are trying to show that there is no such 
speculation of importance fare better by examining the “actual 
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facts”? It would be necessary to show that practically no land, 
except marginal land, is so held out of use; that land appreciably 
more isolated, or requiring more travel back and forth, or other- 
wise poorer, is not resorted to because of such speculation, and 
that rent is not increased because of it. 

At any rate, if there is any such speculation at all worth 
mentioning it must be admitted that heavy land-value taxation, 
resting equally on land whether used or unused, must discourage 
it. Should it be established that there is not enough speculative 
holding of land to do any significant amount of harm—and it 
seems unlikely that such a conclusion can be established—then 
those who believe that heavier land-value taxation is desirable 
must thereafter confine their attention to the other advantages 
of such taxation. The present writer has been in the habit of 
putting emphasis rather upon such other possible advanté::*s; 
but he is nevertheless strongly inclined to suspect, despite the 
depreciating comments of Professor Knight and others, that the 
discouragement of holding land idle and of thereby lowering the 
margin of production might be a real, even though a relatively 
minor, advantage of such taxation. As long as the unused land 
is better than the marginal land, its use by the owners, or by 
persons to whom they may lease it, or by persons to whom they 
may sell it, tends to increase production. And this is not only 
true when the owner is compelled to sell without securing an 
increment in price over what he paid. It is equally true if he 
must sell for a price less than he paid. Holding land out of use 
to avoid selling for a low price has the same kind of effect on 
production as holding it out of use in the hope of selling for 
a high price. 

Harry GUNNISON BROWN 

UNIVERSITY OF Missouri 
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THE NEW REALISM AND ECONOMIC HISTORY’ 


I 

Economic history has always been dominated to a peculiar 
degree by realistic concepts: the German historical schools were 
realists in the sense that they formally denied the validity of all 
attempt at economic generalization and pretended to preserve 
intact the full individuality of historical phenomena; Marx, with 
his doctrine of materialistic interpretation of history, challenged 
the validity of the idealistic interpretations of history which en- 
deavored to make historical process a demonstration of the con- 
quest of the material world by the spirit. Latterly, evidences of 
anew realism have become conspicuous in many places. In this 
country, in so far as these tendencies have a name, they are 
called the “new history.” In France the most clearly conscious 
expression of such tendencies appears in the work of the school 
of “synthetic history.” In England, though there is no school of 
writers designated by a name, we have evidence of the thought 
itself in the great enterprise embodied in the history of civiliza- 
tion which is designed to embrace the whole content of the proc- 
ess of social development in a series of two hundred or more 
volumes. Some of the projected volumes of the English series 
are translations of volumes originally written for the enterprise 
organized by Henri Berr of the French school; some volumes of 
Renard’s Histoire Universel du Travail are also being translated 
for the English series; but there are enough new volumes planned 
to indicate that the enterprise is more than a mere enterprise in 
translation. 

Professor Knight has come under the influences of these 
newer tendencies to such an extent that his text is in fact an em- 
bodiment of the outstanding accomplishments of this new out- 
look upon history. But while there is an evident relationship in 


*M. M. Knight, Economic History of Europe to the End of the Middle 
Ages. Boston and New York: Houghton Mifflin Co., 1926. Pp. x-+260. 
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thought, Professor Knight has not in any way attempted to form- 
ulate the “program” of the new school. His contacts have been 
of such a character that he has absorbed outstanding results and 
made them his own. The new positions come to his mind as ac- 
complished results of current material research rather than as 
interpretations with complex doctrinal implications. Under these 
circumstances he writes with assured conviction. He makes no 
critical defense of the positions taken, because they seem to be 
self-evident results of recent research. This tone is, of course, 
peculiarly adapted to the purpose in hand. There is no critical 
apparatus to bother the elementary student and the narrative is 
compact, vivid, and forceful. 

Without design, Professor Knight has achieved a book which 
is in the highest sense a program and a demonstration of the 
achievements of the new school. These new valuations, used as 
working tools and applied to the historical phenomena, become 
in his hands the basis of a simple, untrammeled narrative of 
economic growth that is realistic in the best sense of the word. 
The events explain themselves; “forces,” “schemes,” and “in- 
terpretations” do not obtrude themselves. There could be no 
better index of the significance of the accomplishments that are 
now in the making. 


II 


The keynote of the narrative is furnished by two sentences: 
“The organization of European commerce and industry on the 
basis of leadership from the southeast was to continue until at 
least the thirteenth century a.p. Even the Roman Empire was 
no exception” (p. 19). The European world is thus divided into 
regions, and history becomes a record of the varying contacts 
among these regions. In the Table of Contents the Mediterra- 
nean region is set off against Northern Europe. In the detail of 
the narrative the Mediterranean world is further divided into 
the Near East and the West. The Western Mediterranean, how- 
ever, does not enter very conspicuously into the narrative as a 
distinct region. It appears mostly as a result of eliminations, 
but this region is pretty definitely recognized in connection with 
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the transfer of economic supremacy from the Near East to 
Northern Europe. The Near East is represented as losing its 
supremacy to Italy in the thirteenth century (p. 107), and Italy 
in turn loses her economic supremacy to Northern Europe in the 
sixteenth century (p. 128). 

The processes of history are thus associated primarily with 
regions and only incidentally with racial groups or with organ- 
ized states. The migrations of races are incidents in the contacts 
between regions and factors affecting their internal develop- 
ment; but there is no disposition to treat the racial groups as the 
primary facts in history. Obviously, too, attention to economic 
phenomena requires some subordination of political organiza- 
tion and political changes. The primary economic phenomena 
are inter-regional contacts, affected to be sure by all the attend- 
ant social conditions, but none the less of primary importance. 

Trade among the various regions becomes thus a matter of 
primary importance because it involves the exchange of prod- 
ucts, the diffusion of the higher standards of consumption and of 


technical skill. The organization of production which is assumed 
by the socialists to be the primary and distinctive fact of social 
life is here subordinated to other aspects of economic organiza- 
tion. A mode of presentation that is simple and unassuming in 
appearance thus implies a substantial change in a number of 
valuations of the historical material, and is therefore highly 
characteristic. 


Professor Knight emphasizes also the continuity of tradition 
in the industrial arts. Some lack of certainty in conviction ap- 
pears at times, but on the whole the position is maintained. Thus, 
the contributions of the Orient to modern life are covered by a 
quotation from Professor Breasted (p. 27) in which the measure 
of technical indebtedness to the past is most explicitly stated. 
If this is in fact a contribution to modern life, one must as- 
sume an essentially unbroken continuity of tradition. Professor 
Knight seems to be somewhat uncertain of the mechanism and 
date of the transfer of the Mediterranean tradition to the North. 
He holds that “some craft skill” was “permanently transmitted 
to Western Europe” before the withdrawal of Roman power to 
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Constantinople (pp. 84, 154). But he seems to feel that the 
period of the Crusades was the more important stage in the 
transmission to Northern Europe of the last elements in the eco- 
nomic and cultural traditions of the Near East (p. 107). One 
feels that Professor Knight attributes more importance to the 
continuity of tradition in the sixth and seventh centuries than 
was common in the past, but he seems unwilling to follow the 
archaeologists to the full extent of the presumptions created by 
studies in the evolution of the Gothic style of ornament and de- 
sign.” 

The most delicate single problem in the relations between 
antiquity and the Middle Ages is created by the change in the 
balance between town and country. The fact of a decline in 
urban concentration in Northern Europe itself cannot be denied, 
but the significance to be attributed to it varies according to the 
importance attached to Northern Europe relatively to the other 
regions of Europe and Asia Minor. Professor Knight goes far 
importance attached to North Europe relatively to the other re- 


gions of Europe and Asia Minor. Professor Knight goes far 
toward a new view of these problems based upon the work of the 
economic geographers. We are left partly to inference for the 
full outlines of the position. The clearest statement appears in 
connection with Italy. He says: 


The Germanic invaders were agriculturalists, not town dwellers; but 
they did not sweep away city life in Italy, as their cousins did in the prov- 
inces of Northwestern Europe. Southern Italy was not reached by the 
Lombards. Milan, an important city in Roman times, became a rallying- 
point for the beleaguered natives, was fortified and held on. Genoa is an- 
other classical town which continued to exist. Venice was founded during 
the disorders of the fifth century by towns people from the mainland. There 
were a great many others, but these may be taken as characteristic. The 
survival of some Mediterranean towns and the gradual founding or revival 
of others was possible because of continued contact by sea with the civil- 
ized East.® 


*Cf. A. Riegls, Die spat-rimische Kunstindustrie nach den Funden in 
Oesterreich-Hungarns (Wien, 1901). 
*P. 100. 
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Elsewhere, Southern Gaul is explicitly included in the Mediter- 
ranean region: 

A considerable area lay so near Mediterranean water that commerce by 
road was not prohibitively costly. It would probably be a mistake to sup- 
pose that it was ever as populous as Italy in Roman times, or had an equal 
volume of commerce and industry. Nevertheless, the amount of manufac- 
turing and the character of trade in the southern half of Gaul show a suffi- 
cient economic assimilation to Rome to justify leaving it to one side in a 
discussion of Northern European institutions.* 


Evidently we are to assume that the Western Mediterranean area 
as a whole continued after the fall of Rome to be dominated by 
urban life and by commercial and industrial interests. Despite 
changes in the volume of trade and in the density of population, 
the general character of social life was not changed. In North- 
ern Europe the situation was different. The dominant soils and 
a severer climate favored a type of agriculture that was defi- 
nitely extensive, thus differing fundamentally in social effect 
from the intensive agriculture of the Mediterranean region, dom- 
inated by olives, grapes, figs, dates, and by irrigated agriculture 
of various types. The north was ill adapted to the relation be- 
tween town and country that was natural to the Mediterranean. 
The essentially urban mode of administration was never thor- 
oughly acclimated on this “frontier” of the Empire: Northern 
Gaul, the Rhine Valley, and Britain. “Two centuries of attempts 
at centralization and meticulous regulation on the part of the 
weakening central government in Italy, only served to empha- 
size the differences between the Mediterranean region and North- 
ern Gaul” (p. 141). “The fortified camps lost their excuse for 
existence.” Trade and industry, primarily concerned with the 
needs of the legions, or the luxurious demands of a wealthy ad- 
ministrative class, naturally declined after their roots were cut 
by the disappearance of such centralized government. In short, 
then, the whole apparatus of city life was exotic in these north- 
ern regions and gradually passed away after the external stim- 
ulus was removed. The change in the quality of social life was 
not the result of destruction in the literal sense; it was a reaction 


*Pp. 132-32. 
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from an essentially artificial condition, ill adapted to the pri- 
mary economic factors in the life of the region. Some of the 
changes in the Western Mediterranean may be attributed to a 
similar domination of social life by an external and unsuitable 
administrative system.° 

All these phenomena are consequently to be treated as as- 
pects of the changing contacts between the three primary re- 
gions: Northern Europe, the Western Mediterranean, and the 
Near East. It is especially dangerous to allow our thought to be 
dominated by an abrupt transfer of our interests from the West- 
ern Mediterranean or the Near East to Northern Europe. Herein 
lies the significance of the thesis that the economic life of the en- 
tire Western world is dominated by the Mediterranean regions 
until the thirteenth century. Northern Europe must be regarded 
as a frontier region, whose life and development can be wholly 
understood only when studied in relation to the whole. On the 
frontier there is of course a measure of isolation, conspicuous at 
all times, but fluctuating somewhat with complex changes in cir- 
cumstances. Such isolation, however, is at all times curiously 
qualified. Frontiers and centers of culture react upon each other 
in many ways and with strange fluctuations both in the form of 
the contacts and in the degrees of economic and social depend- 
ence. But it is a mistake to suppose that the essential continuity 
of the process of development is in any sense broken by these 
varying degrees of dependence and interdependence. Curious 
changes may readily be found in the history of our own frontier. 

An excellent chronology is assigned to the changes in the re- 
lations of the three regions to each other. The Near East, des- 
pite varying political fortunes, dominated economic life until the 
thirteenth century a.p. Control of affairs was acquired at that 
time by the great towns of the Western Mediterranean, primar- 
ily Italian towns to be sure; but the towns of Southern France 
and of Catalonia should not be forgotten. Professor Knight at- 


* The features of the Mediterranean region are especially well described in 
P. Vidal de la Blache, Principles of Human Geography (from the French edition 
of 1921; New York: 1926), pp. 129-54. It is not clear that Professor Knight has 
used this material, but his implications cover practically the whole position. 
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tributes these changes primarily to political upheavals: to the 
Tartar and Mongol invasions in the Near East, to the influence 
of the Crusades in weakening both the Byzantine Empire and 
the Caliphate. Without overlooking these factors some positive 
economic factors might doubtless be added. Wool-growing and 
the woolen industries undergo a great change in the interval be- 
tween the rise of the Merovingians and the definite emergence 
of the Fairs of Champagne and Brie into clear historical record. 
These and other purely economic changes must be allowed some 
substantial part in the readjustment of regional relations that 
was then revealed. The industries of Northern Europe had be- 
come more important and the mass of population had certainly 
increased. Notable technical advance in the building and han- 
dling of ships seems to have taken place, though evidence is 
neither abundant nor decisive. No doubt Professor Knight 
would assent to these additions to the list of factors operating 
in the thirteenth century. 


Economic leadership passed from Italy to the Atlantic seaboard states 
of Europe at the opening of the modern period (sixteenth century) for rea- 
sons not difficult to grasp. Italy was poor in food products and raw mate- 
rials as compared with her northern and western neighbors. After they had 
borrowed most of her superior economic organization, her primacy rested 
upon a monopoly of the three great routes to the East, via the Black Sea, 
Syria, and Egypt, respectively. This monopoly was defended by a number 
of small city-states, hostile to each other and so wealthy, relative to their 
size and strength, as to tempt the rising national states near by to conquest.® 


Changed political conditions gradually destroyed the monopoly 
of the Italians in the Near East; while the discoveries made the 
monopoly itself steadily less valuable. In the background of 
these factors, however, was the profound change in the relative 
population of the three regions. The Near East and the Western 
Mediterranean had made no consistent or large growth, and thus 
the balance was decisively altered by the continuous growth of 
population in the north. Professor Beloch has shown that by the 
middle of the sixteenth century the population of Europe was 
massed in a pattern that was not significantly changed until the 


*P. 128. 
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nineteenth century; and even before the rise of power-using in- 
dustries in the north, the great northern centers of population 
had come to outweigh the populations of the Western Mediter- 
ranean and the Near East. 


III 


Although these historical valuations are fresh and are com- 
ing into a prominence that is quite new, they are not new in the 
strict sense of the word. They rest upon concepts of a process 
of social evolution that have been gradually taking form during 
the past hundred years. The work of Comte, Hegel, and Spencer 
furnished the initial impulses. The consequences and variants of 
their views have been developed in philosophy, sociology, and 
in economic history itself, though not always with a common 
aim. The doctrines of the German historical school and of the 
Marxian Socialists are a part of this general development, 
though in both cases the general concept of the historical process 
is weakened: on the one hand by overemphasis upon national- 
ism and upon the particularity of historical phenomena; on the 
other hand by the Socialists, who gave the whole process a mech- 
anistic character and an excessive rigidity of movement toward 
a narrowly defined end. The tendencies which Professor Knight 
represents constitute a return to the concept of historical proc- 
ess in its earlier form. As so frequently happens, this return to 
an older and original form is the outcome of much intervening 
intellectual development, involving, in this particular case, im- 
portant contributions in the field of philosophy and sociology, 
as well as epoch-making achievements in archaeology and his- 
tory. 

It is not necessary to trace the development of the broader 
concept of history through its vicissitudes in this entire period, 
nor even to attempt a sketch of the development of economic 
history; but one should realize clearly that the temporary eclipse 
of the broad synthetic point of view was not due to any real 
weakness but rather to the lack of documentation and of anal- 
ysis. The period of Hegel, Comte, and Spencer was character- 
ized on the whole by great enterprises of scientific synthesis; 
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but all these schemes were highly abstract. The schemes were 
comprehensive expressions of relatively simple formulas, and 
though the essential positions were highly significant and stim- 
ulating, the most ardent admirers of those great thinkers must 
confess that the structures were incomplete, incorrect, or ob- 
scure in respect of many important details. The primary gener- 
alizations were far in advance of the facts as then known and 
analyzed. The generalizations were especially premature in the 
field of history; and, strictly speaking, they were not even ap- 
plied to economic history. Reaction was inevitable, and char- 
acteristically enough, there was some distrust of extremes of 
generalization. Even the more courageous thinkers set them- 
selves tasks of much more restricted scope. The writers of the 
German historical schools carried this restrictive phase of their 
reaction to great lengths as regards both the generalizations of 
economic theory and the theses of Comte in regard to the char- 
acter of the historical process. But the programs set forth as 
bases of the controversies over method were seldom entirely rep- 
resentative of the thought of the parties to the controversy. The 
broader views were obscured, but not entirely lost sight of, and 
were used in practice to a greater extent than was commonly ad- 
mitted. Actual work, particularly in economic history, rested 
upon a much broader foundation than the programs of any of 
the schools. 

The present revival of interest in synthetic work is the nat- 
ural consequence of the critical efforts of the intervening period. 
Economic history in particular is gathering together the results 
of important developments in the fields of logic, philosophy, 
psychology, biology, anthropology, economic geography, archae- 
ology, and sociology. In addition to the mass of specialized 
philosophical and scientific work, there have been outstanding 
achievements in history which have exerted notable influences 
on the concept of historical process. 

In the interval since Hegel and Comte we have acquired an 
appreciation of the nature and extent of the prehistoric culture 
of Europe which is now being extended even to the other con- 
tinents. We have also pushed back our significant knowledge of 
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recorded history until we possess a vivid appreciation of the 
character of the Egyptian and Mesopotamian cultures. These 
specific achievements in the collection of historical evidence 
give a new meaning to the abstract description of social growth 
as an essentially universal and continuous process. The detail of 
the history of the Near East, as well as her striking contribu- 
tions to “Western” civilization, make it more natural now to 
think in terms of an evolutionary process dominating broad 
areas and long periods. Concrete analysis of the data leads to 
emphasis upon regions rather than upon races; leads to empha- 
sis upon contacts among peoples, rather than the notions of in- 
herent qualities of race that develop in the vacuum of “isolated,” 
“natural economy.” 


IV 


An important element of strength in Professor Knight’s 
treatment lies in the deliberate avoidance of schemes and se- 
quences of categories. He uses the pure narrative form and does 
not squeeze his materials into rigid molds. But regard for forms 


and sequences can strengthen a narrative and at times can lead 
the historian to a deeper sympathy with his materials. There 
are indications that more use might have been made of the 
sociological material. 

After reference to pottery and bronze, Professor Knight 
continues: 


When we turn to basic industries, such as iron, steel, and textiles, the 
technique is seen to be amazingly primitive. Not until the fourth century 
A. D. was a method discovered for melting iron. Without this only the small- 
est castings were possible, and all iron ware was expensive. Yet all that was 
needed to transform the industry was the introduction of a valve into the 
bellows, so that a stronger, steadier blast of air might be produced. There 
was little incentive, however, for the slaves or poor free artisans to bestow 
any constructive thought upon the matter. Some fairly good steel was pro- 
duced in small pieces by rule of thumb methods, but there was a large ele- 
ment of luck in the process, since the chemical analysis of ores was not un- 
derstood. . . . . Steel such as our modern spring and instrument steels must 
have existed in very small quantities if at all. Even the famed Damascus 
and Toledo blades of a much later date, when great heat could be applied, 
do not test up to their reputation. We could turn out better ones today in 
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great quantities at an infinitesimal fraction of the labor. The mainspring 
of our dollar alarm-clock could not have been duplicated at all by the Ro- 
mans, as to either quality or form.’ 

This is really a most unfortunate passage, happily not char- 
acteristic either as to misleading implications in technical mat- 
ters or as to its lack of sympathy with the contemporary prob- 
lem. There are various intrusions of modern points of view: the 
assumption that the iron and steel industry should be rated at 
that time as basic alongside of the textile industries; the obscure 
implication that cast iron would be to them a more important 
product than malleable iron; the reference to metallurgical chem- 
istry; and finally the direct comparison with modern products. 
If we think in terms of historical process, we must needs recog: 
nize that technical methods of production as well as modes of 
living and standards of consumption are a most important part 
of the changing background of economic activities. The tech- 
nical achievements of the present time are the net result of our 
entire cultural history, a slow cumulative development that cer- 
tainly reaches back into antiquity and the prehistoric cultures. 
The industrial development of the Graeco-Roman world plays a 
part in the transmission of various elements in craft tradition 
and contributes much in portions of the field. It is not an easy 
task justly to appreciate the industrial organization and tech- 
nique of antiquity; it is even more difficult than to do justice 
to the Middle Ages. We are so prone to measure “culture” in 
terms of intellectual accomplishment and the degree of urban 
concentration. In connection with such problems we need spe- 
cial analytical apparatus: deliberate study of the problems of 
valuation involved is necessary, and to this end sociological 
generalizations may be helpful. Sound historical method re- 
quires that events be presented as a development out of their 
past. A forward-looking point of view is essential: the stand- 
ards of valuation applied must be those appropriate to the time. 

Returning to the passage in question: it must be confessed 
that the technique of the iron industry was primitive; but it 
could seem “amazingly primitive” only to one unfamiliar with 
*P. 72. 
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the technical history of this ancient and important craft.* The 
reference to the chemical analysis of ores is singularly unhappy, 
for even in 1856 the application of the Bessemer process was 
very nearly wrecked by ignorance of and indifference to prob- 
lems of chemical analysis. No one then realized that the pres- 
ence of phosphorus in the ore made any real difference. Besse- 
mer discovered the fact in attempting to find a reason for his 
successes with Swedish ores when reports of the failure of the 
process were coming in from many portions of England and Ger- 
many. 

It is difficult for us to appraise the relative significance of 
the various industries in the earlier periods. If we attempt to 
rate them in terms of the relative importance of their products 
in consumption, it is almost certain that the metal trades should 
be rated below the textiles; and it is quite likely that the pottery 
trades, which we consider secondary, were in fact of substantial 
importance. 

V 


The agrarian history of Northern Europe is discreetly and 
effectively handled. There is a good brief statement of Ger- 
manic customs and institutions at the time of Ceasar and Taci- 
tus, and an excellent account of the characteristics of open-field 
agriculture. Of the origin of the characteristic village organiza- 
tion, he says: 

It is significant that the mediaeval type of village organization, com- 
monly known as the “vill” or “manor,” reached its growth in regions in- 
vaded by the Germans, not on their homeland. Hence it cannot have been 
purely a product of the gradual evolution of the early Teutonic village. It 
did not take on the characteristics by which we recognize it until the Ro- 
man occupation had come and gone. Yet it never became general in South- 
ern Gaul, where the Roman influence was paramount.® 


This judicious statement of the old controversy contains 
elements of difficulty from the point of view of a comprehensive 
sketch of European history; and it is pretty clear that Professor 


*See Ludwig Beek, Geschichte des Eisens, 5 vols. (Brannschweig: 1884- 
1903). For Italy and the Romans, I, 467-582. 


*P. 138. 
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Knight is not without consciousness of their presence, though he 
does not attempt a solution. 

Professor Knight holds that the open-field agriculture was 
not universal, being absent in portions of England, Brittany, 
parts of Scandinavia, Southern France, and Italy. This is prob- 
ably as much as we are now entitled to say of the extent of open- 
field agriculture, though there seems to be no evidence that the 
low countries were at any time dominated by open-field agricul- 
ture. However, the matters at issue concern rather the relation 
of the open-field system to the “manor.” Professor Knight fol- 
lows a large mass of literature in defining the “manor” as an as- 
sociation between the establishment of a ‘crritorial lord and an 
open-field village. If the “manor” is to be defined in this sense, 
what may we call the arrangements in Southern France, where 
there was no open-field agriculture? What shall we call the ar- 
rangement found in other countries where lordship came to ex- 
ist, but with varying arrangements of the agricultural system 
of the dependent village? 

There can be no permanent justification for such exclusive 
concentration of attention upon the field arrangements of the 
northern cereal districts. Some good monographic work has al- 
ready been done, but it is still difficult to secure any adequate 
picture of the primary types of field arrangements in Europe be- 
tween the tenth and fifteenth centuries. The relations of the 
territorial lords to their tenants were not entirely dominated by 
the system of agriculture. Legal relations in the wine-growing 
districts around Bordeaux were not very different from the legal 
relations of lord and tenant in the north.*® There is thus a clear 
necessity of recognizing other types of territorial lordship than 
the open-field “manor” prominent in the north. 

The late Max Weber has made an outstanding contribution 
to the whole problem of lordship, and it seems rather a pity that 
Professor Knight did not make more use of his work** No ex- 

* Eleanor C. Lodge, The Estates of the Archbishop and Chapter of Saint 
Andre of Bordeaux under English rule (Oxford, 1912). 


™“M. Weber, Wirtschaftsgeschichte (1924); Wirtschaft und Gesellschaft 
(1922). 
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tended discussion of the general problem would have been neces- 
sary, but the treatment of several phases of these agrarian prob- 
lems might have been slightly modified and the entire develop- 
ment more closely bound together. The volume as it stands is 
fully abreast of current scholarship on these matters, Weber’s 
work excepted. The utilization of Weber’s material would have 
placed the book in the position of leadership that it holds in 
nearly all other respects. 


VI 


This excellent volume is designed to meet the needs of the 
general reader, including under that term both the elementary 
student of college grade and the specialist in other fields desir- 
ing a short general book on this subject. The book will un- 
doubtedly meet the requirements of both groups; it is so simple 
and direct in presentation that it will not be difficult or ungrate- 
ful reading for the average college class. But it has nothing of 
the dreary commonplace tone of the annalistic epitome. The 
textbook in the accepted sense of that term is by nature more or 
less out of date when published. It contains the certainties that 
have achieved general acceptance. Professor Knight has accom- 
plished the unusual feat of putting into, his book the valuations 
which will command the attention and effort of the current gen- 
eration of historical scholars. Until the appearance of this book 
one would hardly have dared to treat all these valuations as cer- 
tainties. Many scholars have not been interested in such points 
of view. Many details remain to be filled in. Professor Knight 
has outlined the picture that will for many years be the goal of 
scholarly endeavor, and his achievement has certainly advanced 
the progress of the work by no small span. It will mean much 
to the teaching of economic history to have this book, for the 
scope of effective teaching is very much enlarged. The book wil! 
be a valuable adjunct to broad orientation courses whether given 
with primary emphasis upon economics or upon history. 


Assott Payson USHER 
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FEDERAL CONTROL OF COMMERCIAL BANKING: 
A PROPOSAL 


On February 25 the McFadden amendment to the Federal Re- 
serve Banking Act received the approval of President Coolidge and 
became law.’ The bill had been before Congress for approximately 
four years and had received a great deal of discussion, critical and 
otherwise. The particular issue that seemed to be loaded with dyna- 
mite was that in which branch banking was authorized. The new law 
provides, in general, that national banks may establish branches, 
under certain conditions, in those states in which state banks are per- 
mitted to operate branches. Apparently, therefore, the impelling mo- 
tive for the incorporation of this phase into the new legislation was a 
desire to place national banks upon a plane of equality with the state 
banks with which they found themselves in competition. 

At the present time the Federal Reserve Banking System does not 
embrace in its membership a number of banks sufficiently large to 
enable it to exercise over commercial banking the degree of control 
that would seem to be desirable. In December, 1925, the membership 
in the system numbered 9,489 banks. Of this number 8,048 were na- 
tional banks and 1,441 were banks operating under state charters.” 
On December 31, 1926, the total membership had fallen to 9,260. Of 
these 7,906 were national and 1,354 were state banks.* During the 
year, therefore, there had been a net loss of 142 banks with national 
charters and of 87 banks with state charters, and this in spite of the 
addition of 176 new banks to the system. In all, 289 national and 131 
state banks had left the organization, for one reason or another, dur- 
ing the year. 

More significant than mere numbers, though, is the relative 
strength of the different types of banks. In 1925 the resources of the 
state member banks were $15,585,845,000, whereas the resources of 
the national member banks were $25,839,450,000.* In 1926 the state 
member banks had resources of $16,360,575,000, and the national 


* Federal Reserve Bulletin, March, 1927, p. 181. 

* Annual Report Federal Reserve Board, 1925, p. 29. 
* Ibid., 1926, p. 29. 

* Ibid., 1925, p. 29. 
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banks had $25,669,069,000.° Apparently the national banks had lost 
$170,381,000 in resources while the state member banks had gained 
$774,730,000. In other words, the “voluntary” state member banks 
were gaining in strength while the “compulsory” national member 
banks lost relatively and absolutely. To put the case another way, the 
resources of the state banks were more than 60 per cent as large as 
those of the national banks. This is a sufficiently large number to make 
the continued membership of the state banks an essential factor in the 
successful operation of the Federal Reserve System. 

Not only do the state banks constitute an important factor in the 
national banking system, but a large number of eligible state banks are 
outside the system. On June 30, 1924, there were 13,598 non-member 
banks, with resources of $11,587,000,000, eligible for membership on 
the basis of capitalization.* This means that the combined resources 
of the state member and eligible non-member banks exceed the entire 
resources of the national bank members. For the effective domination 
and control of the money market, therefore, the affiliation of state 
banks with the national system is highly desirable and even necessary. 

One cause for apprehension as to the success of the Federal Re- 
serve System has been the withdrawal of state banks from membership 
in it. The state banks, as an inducement to join, were given the right 
to withdraw from membership should they desire to do so later on. 
These banks are really “voluntary” members, whereas the national 
banks are “compulsory” members. The only avenue of withdrawal 
for national banks is through the surrender of their charters. State 
banks, on the other hand, have little difficulty in getting out and con- 
tinuing to operate under the charters granted by the states. In the six- 
year period from 1918 to 1924, the state banks withdrawing volun- 
tarily from the system numbered ror.’ During the year 1925, 37 state 
member banks withdrew after having given notice as required by law. 
Sixty-four other state banks left the system because they were ab- 
sorbed or succeeded by non-member banks. Of the total loss of 101 
banks, 42 were absorbed by non-member banks and, according to the 
Reserve Board, do not represent in every case a desire to withdraw 
from the system.* At least 59 banks, therefore, and perhaps some 


* Ibid., 1926, p. 23. 

* Federal Reserve Bulletin, March, 1925, p. 219. 

* Ibid., p. 220. 

* Annual Report Federal Reserve Board, 1925, p. 30. 
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others, in the year 1925 left the national banking system of their own 
volition. 

Of the member banks leaving the system in 1926, 56 state banks 
withdrew after giving notice, 24 were succeeded by non-member 
banks organized to succeed them, and 44 were absorbed by existing 
non-member banks. The 122 state banks, therefore, in contrast with 
the 59 or more in the preceding year, withdrew voluntarily from the 
system.° 

In his Annual Report for 1925'° the comptroller of the currency 
urged the passage of the McFadden Bill as a means of preventing the 
withdrawal of member banks. He called attention to the fact that the 
resources of the national banks had fallen to a fraction below 47 per 
cent of the resources of all banks doing a commercial bank business. 
Further, he predicted the withdrawal of large numbers of banks in the 
future if the bill were not enacted into law. In his Annual Report for 
1926 (pp. 1-3) the comptroller again recommended the enactment of 
the branch-bank measure. He asserted that the national banks at the 
end of 1926 held only 46 per cent of the total commercial bank re- 
sources of the country, and about 39 per cent of the banking resources 
of the country, commercial and savings. The relative increase in state 
bank resources was attributed to the operation of state bank laws more 
favorable than federal laws: “The above statements of fact show that 
the Federal Government is gradually losing its positive and immediate 
control over the instrumentalities of commercial credit and over mem- 
bership in the Federal reserve system.” 

In such a situation it is not difficult to understand the reasons 
which prompted the incorporation of branch-banking provisions in 
the national bank machinery. It was done to make membership at- 
tractive to those bankers who wished to do branch banking in compe- 
tition with state banks authorized by law to engage in branch banking. 
By an indirect method, then, the state legislatures were dictating na- 
tional bank legislation. 

The McFadden Law is but a symptom of a condition that may 
jeopardize the future of the Reserve System. Will it become necessary 
from time to time to modify the national banking laws for the sole 
purpose of meeting the competitive conditions established for state 
banks in those states having the least stringent bank laws? At the 
present time it is the branch-bank issue. At some later date other ques- 
tions will doubtless arise. Is the attempt to establish sound banking 


* Ibid., 1926, p. 24. *” Pp. 1-4. 
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regulations by the national government to be frustrated by the lax leg- 
islation of those states which compose the least common denominator 
in banking laws? Is political expediency to supersede sound banking 
principles as the guiding motive in national bank legislation? Is there 
a way out? 

It seems to the present writer that there is a solution for this prob- 
lem. Not.only is the remedy available, but there is historical prece- 
dent for the application of the plan herein suggested. In 1860 there 
were, according to Professor Barnett, 1,562 state banks in the United 
States. But with the enactment of the National Bank Law, and espe- 
cially with the imposition of a ro per cent tax on the note issues of 
state banks, the number of state banks in 1868 had fallen to 247. 
Prior to the Civil War, and for some years thereafter, bank notes con- 
stituted the chief form in which bank credit was extended. Deposit 
banking in the sense in which we now know it had not come into use. 
State banks, deprived of the note-issue privilege, found it no longer 
possible to continue operation. 

As was to have been expected, this enactment of Congress was 
tested and its constitutionality was questioned on the ground that it 
impaired the franchises granted by the states. In Veasie Bank vs. 
Fenno the Supreme Court upheld the tax as a valid act of Congress: 
“Congress having undertaken . . . . to provide a uniform currency 
for the whole country, may secure the benefit of it to the people by 
appropriate legislation, and to that end may restrain by suitable en- 
actments the circulation of any notes not issued under its authority.” 

The federal Constitution gives to Congress, as was pointed out 
by the court, the power to “coin money, [and] to regulate the value 
thereof.” It is not strange, therefore, that the court should have up- 
held an act of Congress which tended to produce a uniform currency 
(bank notes) and to guarantee the value of this currency. 

If the federal Constitution should be invoked for the purpose of 
forcing all commercial banks to comply with the regulations of the Re- 
serve System, this would not be the first instance in which a constitu- 
tional provision was used for a purpose not contemplated at the time 
of its enactment. The Fourteenth Amendment is a case in point. With 
a change in commercial bank practice it is logical to expect and to de- 
mand new legislation that can be applied to the new conditions. Stu- 
dents of banking are familiar with the manner in which Peele’s Act of 
1844 failed to restrict banking in England in the way in which the 
framers of the law had in mind. At the time of the passage of the law, 


™ Senate Doc. N. 659., 61 Cong., Second Session. 
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bank credit was extended in the form of bank notes, not in the form of 
credit deposits. The law, which was designed to regulate in detail the 
work of commercial banking, failed of its object with the development 
of a new kind of bank credit. So, likewise, with the development of 
deposit banking in the United States, the federal tax of 10 per cent on 
state bank notes was no longer effective in driving banks into the na- 
tional system. The safeguards against the evils of obsolescence lie in 
the adoption of new legislation for new conditions. 

In view of the specific authority conferred upon Congress by the 
Constitution, it is suggested that Congress now, as a means of “regu- 
lating the value of the currency,” enact legislation compelling all com- 
mercial banks to comply with certain bank standards, whether the 
banks have membership in the Reserve System or not. Failure to com- 
ply with these regulations should subject the bank to a tax of 10 per 
cent on its average monthly deposits. By this means Congress could 
fulfil the duty imposed upon it of regulating the value of the currency. 
Also, we should escape the temptation to yield to the pressure to have 
our banking laws determined by the subtle and indirect dictation of 
those states in which the banking is carried on under the least scien- 
tific regulations. Only through a control over bank credit, including 
that now issued by the banks in the form of deposit liabilities, can 
Congress fulfil the mandate imposed upon it by the Constitution. Far 
more important than currency in the form of bank notes in hand-to- 
hand circulation in the determination of the value of money at the 
present time is the enormous volume of bank credit in the form of 
bank deposits. It would seem that the federal government has the 
power as well as the responsibility for the enactment of laws which 
will give us sound banking and currency. The Supreme Court has re- 
peatedly upheld the implied powers of the Constitution, using the 
analysis given in Gibbons vs. Ogden, by which Congress is permitted 
to enact any legislation appropriate to the attainment of a legitimate 
end. If only Congress should enact suitable laws, therefore, there is no 
reason why our federal legislation should be changed repeatedly from 
considerations of political expediency rather than for purposes of se- 
curing sound banking. In spite of the political objections—which 
would doubtless be raised by the proponents of the historical doctrine 
of “States’ Rights”—it is submitted by the present writer that such a 
movement would enable us to decide the issue of branch banking and 
similar issues, as they arise, upon their merits, and not merely as op- 
portunistic measures to meet state bank competition. 


WESLEYAN UNIVERSITY CiyprE OLIN FISHER 





A NEW DEVELOPMENT IN GOVERNMENT PENSIONS 


The substance of every government pension or retirement plan is 
the system of benefits furnished employees and their dependents. In 
practically all of the existing pension schemes provision is made (a) 
for employees after they have rendered a given number of years of 
service and have reached a certain age; (b) for employees who have 
become incapacitated; and (c) for beneficiaries of the employees, 
such as widows, children, and parents. 

The amount provided in the form of pensions is, usually, a given 
percentage either of the last salary attained or of an average of all or 
a portion of the salaries received. On this basis the pensioners are 
subjected to changing prices and, therefore, will receive fluctuating 
“real-value” benefits. During the last decade, owing to the upward 
price trend, this condition has resulted in inadequate pensions, and, 
consequently has tended to defeat the economic objectives of a well- 
conceived pension system.? 

Recently, however, attempts have been made to put the system 
of benefits in government retirement plans on a more or less stabil- 
ized “real-value’”’ basis. Perhaps the first move in this direction was 
made in this country several years ago when a provision was inserted 
in the Detroit Firemen’s Retriement Act by which pensions change 
directly with changes in salary. Whenever the salary of a given rank 
is increased, the amount furnished periodically to the pensioners is 


* The average salary is obtained in various ways. In some instances an aver- 
age is taken of the last five or ten annual salaries and a percentage of this amount 
determines the pension given. In other cases, the periodic contributions of both the 
employees and the city are allocated to individual accounts of employees. The 
sum at the time of retirement accumulated in these individual accounts is then 
used as a basis for an annuity. Since the contributions are usually fixed percent- 
ages of current salary, this method in reality furnishes benefits that are based on 
the average of the current salaries of the employees. 


* For example, a Chicago fireman who was pensioned in 1917 under the pres- 
ent Firemen’s Pension Act would have been less than three-fourths as well off in 
real income by 1919, approximately two-thirds as well off by the middle of 1920, 
and never since 1920 as well off as he was in 1917 when he was originally pen- 
sioned (see Monthly Labor Review, XXIV, No. 2 [February, 1927], 171, for 
“Cost of Living Changes in Chicago’). 
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increased proportionately, and vice versa.* In so far as salaries are 
determined in accordance with price changes, particularly cost-of-liv- 
ing fluctuations, this method of changing money pensions tends to 
stabilize the “real-value” of the benefits. 

Another attempt to put a scheme of benefits on a stable “real- 
value or purchasing power’’ basis was made in a recent proposed pen- 
sion system for the firemen in cities with a population of 500,000 or 
over in the state of Illinois. In this suggested retirement plan the fol- 
lowing section was inserted: 

For the purpose of maintaining relative stability in the purchasing 
power or real value of the pensions provided, . . . . , it is provided that, 
.... the pension of a fireman or his beneficiary or beneficiaries shall 
increase with an increase in the salary attached to or which may thereafter 
attach to the rank or grade last held by such fireman and shall decrease 
with a decrease in the salary attached to or which may thereafter attach to 
the rank or grade last held by such fireman.* 

It is interesting to note here that in all probability the use of a 
cost-of-living index would be a more effective method of preserving 
the purchasing power of pensions than the use of changes in salary.® 
Be that as it may, what is the economic significance of this new trend 
in government retirement systems to stabilize the “real-value” of pen- 
sions? 

If the primary economic objective of a government pension 
scheme is to protect public employees against the hazards arising out 


* See Sec. 14 of chap. xv of Title IV of the Charter of the City of Detroit. 
The provision is as follows: “Any employee placed upon the retired list shall be 
paid at the rate of one-half the pay of the rank in which such member was serv- 
ing at the time of retirement and in the event of change, at any time thereafter, in 
said rate of pay for said rank so changed.” 


“See House Bill No. 338, Illinois 55th General Assembly, 1927. This bill was 
drafted for the Firemen’s Pension Board of Chicago by O. D. Zimring and Olive 
H. Rabe, of the law firm of Zimring and Rabe, Chicago. 


* Professor Irving Fisher, of Yale University, in a letter pertaining to the 
proposed Illinois firemen’s pension system in House Bill No. 338 to O. D. Zim- 
ring, of Zimring and Rabe, gave the following reasons for preferring an index 
number to salary changes: “First, that you would thereby escape the lag which 
will inevitably occur in the adjustment of the salaries to the cost of living; sec- 
ond, it makes the adjustment independent of the salaries and prevents the possi- 
bility of the passage of your Act becoming a deterrent to raising salaries as the 
objection might be raised that to raise salaries would carry with it raising pen- 
sions.” Professor Jacob Viner, of the University of Chicago, also favors the cost- 
of-living index method. 
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of disability, old age, and death, then the benefits provided should be 
protected against, at least, radical price changes. For, if the pensions 
are allowed to remain the same in money terms while prices are chang- 
ing upward, they are likely to become inadequate, and the pension- 
ers may be forced to depend on public or private charity. Accordingly, 
without a device for keeping the system of benefits adequate under 
changing price conditions the suggested primary economic objective 
of a pension plan cannot be effectively achieved.* Further, in so far 
as government pension schemes aid in attracting able employees, en- 
couraging efficient service, and reducing labor turnover, the more cer- 
tainty there is that the benefits provided for will remain permanently 
adequate, the greater will be the likelihood that these economic ob- 
jectives will be attained. 

Actuaries look askance at this proposal to fluctuate money pen- 
sions in order to stabilize “real-pensions.”" They see what appear to be 
almost insurmountable obstacles in attempting to measure the ac- 
crued liabilities under pension plans which try to stabilize the “real- 
value” of their benefits by fluctuating the money value of the pensions. 


* Professor W. E. Atkins, of New York University, in an unpublished state- 
ment on the proposed Illinois firemen’s pension system in House Bill No. 338 
said: “The plan proposed by this bill . . . . carries out the spirit which is in the 
letter of any pension law; namely, that upon reaching a certain age and having a 
record of honorable service, the recipient shall not be forced to accept unneces- 
sary financial hazards. Nothing is added to the original contract; a minimum sum 
having been determined upon as adequate for retirement, the proposal under con- 
sideration protects this sum from changes in purchasing power which, for practi- 
cal purposes, would be equivalent to a change in pension itself.” Professor Irving 
Fisher, of Yale University, in a letter to O. D. Zimring, of Zimring and Rabe, 
made the following statement: “I think the provision proposed to make the pur- 
chasing power of the pension fairly stable by providing that it shall be in a defi- 
nite ratio to the salaries of those in active service, as these salaries vary from time 
to time, is a great advance over having fixed pensions.” Professor H. L. Rietz, of 
the University of Iowa, and actuarial adviser of the Pension Commission of the 
City of Chicago, however, made the following statement in an opinion written 
on House Bill 338 to the-Pension Commission of the city of Chicago: “This idea 
of changing pensions entered upon seems to me to involve false economic doc- 
trines wher we have regard for the fact that the money to provide a pension for 
a public employee is compensation for service. The money to pay the pension has 
been left in trust, and is in the nature of a savings.” 

* Professor H. L. Rietz, of the University of Iowa, presents this point of 
view in an unpublished statement made by him on the proposed Illinois firemen’s 
pension system in House Bill No. 338 to the Pension Commission of the city of 
Chicago. Dr. Rietz suggests that fluctuating money pensions cannot be incor- 
porated in actuarially sound pension systems. 
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There is, of course, no doubt that the actuarial problems are more 
difficult than under fixed money-pension plans. But, after all, actua- 
rial methods are employed as a means to an end. If this fact is lost 
sight of, pension schemes are likely to be established in which the 
“tail wags the dog.’’® 

This new development in government retirement plans is worthy 
of notice. As legislators continue amending pension plans with the 
aim of effectively achieving the economic objectives of retirement sys- 
tems, probably more attempts, similar to the two just described, will 
be made to establish benefit systems that will be relatively stable in 
purchasing power.® 


S. H. NERLOVE 
UNIVERSITY OF CHICAGO 


*In this connection it is interesting to note that some economists think it is 
unnecessary to establish pensions on a reserve-fund basis. Of course, pensions on 
a cash basis do not require the use of actuarial methods. Professor F. H. Knight, 
of the University of Iowa, in a letter pertaining to the proposed Illinois firemen’s 
pension system in House Bill No. 338 sent to Olive H. Rabe, of Zimring and 
Rabe, made the following statement: “My own view, again, is that the whole 
principle of a reserve fund is stupid. What would be really sensible would be for 
the jurisdiction simply to create the obligation and meet it out of taxation as it 
accrued. The reserve fund scheme means that the city would be selling bonds for 
some purposes and buying them, or other bonds, to carry this reserve. You proba- 
bly know that students of taxation regard most of public borrowing as uneco- 
nomical, and this buying of securities to carry a reserve is surely more so.” 

*It is interesting to note in this connection that the more stable the real- 
value of the benefits is made, the less often will the legislators be asked to change 
or amend pension plans. A large number of the changes and amendments are 


now being made because benefits, owing to upward price changes, have become 
inadequate. 


Note.—Since the writing of this note, the Illinois Firemen’s Pension 
Bill has been amended. In its present form it does not attempt to stabilize 
the “real-value” of the system of benefits. 
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Social Aspects of the Business Cycle. By Dorotuy S. THomas. 
New York: E. P. Dutton & Co., 1925. Pp. 217. 

In this excellent study, Miss Thomas continues for Great Britain 
during the sixty years from 1854 to 1913 the investigation into the 
relationship between the business cycle and various social phenomena 
which she and Professor Ogburn have made for the United States. 

An index of general business conditions was constructed which 
was derived from various series representing exports, blast furnaces in 
operation, the production of pig iron and coal, volume of freight car- 
ried on railways, bank clearings in Manchester and Birmingham, the 
percentage of trade-union employment, and Sauerbeck’s index number 
of the wholesale price of all materials. These were compared with the 
relative movement of marriages, divorces, births, deaths, prostitution, 
the consumption of liquor, alcoholism, pauperism, crime, and emigra- 
tion. The trends were eliminated from each series and the deviations 
of each series from their respective trends with varying lags were then 
correlated with the deviations of the general business index from its 
trend. 

The correlation between business conditions and the marriage rate 
for synchronous years is found to be positive, being -+-.64 for the 
period 1854-74, +.84 for the years 1875-94, and +-.57 for the third 
period 1895-1913. Births also show a high positive correlationship 
for the years after 1874, if a two- or three-year lag is used. Interest- 
ingly enough, the degree of this correlationship has been steadily in- 
creasing. Thus, while a very low coefficient was secured for the years 
1855-77, that for the next twenty years was +.35 (with a two-year 
lag), and for the period 1895-1913, +.64 (with a three-year lag). 
Since the degree of correlation between marriage rates and economic 
conditions decreased during this later period, the implication seems 
clear that the increasing knowledge of contraceptives has led men and 
women more recently to regulate births in accordance with economic 
conditions and that this has made it less necessary to regulate mar- 
riage. 

Surprisingly enough, the positive correlation between business 
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prosperity and deaths which Professor Ogburn and Miss Thomas 
discovered in the American experience is also indicated for England 
as well. The coefficient is, however, rather low, being +.31-.12. Why 
this puzzling relationship should exist is not, however, satisfactorily 
explained, and the problem seems to need further analysis and re- 
search. 

Alcoholism also shows a positive correlation with business pros- 
perity. Men may want to drink more in periods of depression, but, as 
Miss Thomas suggests, they lack the wherewithal to do so. The cor- 
relation between the per capita consumption of “hard” liquor and 
business conditions for the years 1856-1904 was -+-.60, while deaths 
from alcoholism also show a moderately high correlation during the 
later years. 

Another interesting result is that while emigration fluctuates with 
the cycle, the correlation is positive and not negative. Men do not 
seem to leave their home country because of the unemployment there, 
but rather because of the relative prosperity which the country to 
which they are migrating is experiencing. 

On the other hand, pauperism, crimes against property, and sui- 
cides are shown to be negatively correlated with the degree of busi- 
ness well-being. Indoor pauperism shows a coefficient for identical 
years of —.32-+.12 for the entire period 1857-1913, and —.52-+.10 
with a one-year lag. Crimes against property with violence have a co- 
efficient of —.44-+.11, while the coefficient for suicides is —.50-+.10. 

These stimulating investigations of Professor Ogburn and of Miss 
Thomas raise the question, however, whether, in the case of highly 
industrialized regions, these social phenomena should not be corre- 
lated with the movement of real earnings rather than with the course 
of the “business cycle” as such. Most indexes of the business cycle 
have been designed to indicate the relative profitableness of business 
to investor and entrepreneur. But this is not necessarily identical with 
the relative prosperity of the masses of people or of the wage-earners. 
The course of real earnings, both including and excluding allowances 
for unemployment, does not necessarily move in complete correspond- 
ence with the so-called “general index” of business prosperity, based, 
as the latter so largely is, on the volume of physical production and on 
comparative wholesale price levels. I have made certain tests of the 
relationship in the United Kingdom between the level of real wages 
as shown by G. H. Wood and Frances Wood and (1) the standardized 
birth-rate and (2) the rate of net fertility. These show different re- 
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sults for the years 1881-1912 from those which a study of Miss 
Thomas’ book would lead one to expect. The relationship between 
business and social conditions is of course real, but it seems probable 
that our most fruitful results will be obtained when we secure more 
sensitive indexes of economic well-being than those represented by the 
general index of business conditions as a whole. 
Paut H. Douctas 
UNIVERSITY oF CHICAGO 


Trade Associations, Their Economic Significance and Legal 
Status. National Industrial Conference Board, 1925. Pp. 
vili+-388. $3.00. 

With a change in a majority of the judges of the Supreme Court 
of the United States since 1921 and with the increased demand for the 
interpretation of broad constitutional powers and ambiguous con- 
gressional statutes, the work of trade associations has assumed un- 
usual proportions, and this effort of the National Industrial Confer- 
ence Board is a timely one. 

Ever since the passage of the Sherman Act the general public has 
questioned whether iniquities of trusts are as great as the congressional 
act implies. We are not convinced that “all combinations in restraint 
of trade” are venomous; that they should be ground under foot and 
decapitated according to “due process of law.” Yet few have had the 
time, or even the inclination, to determine the exact effect of this anti- 
trust legislation upon business. 

When businesses were forced to abandon trusts, pools, holding 
companies, etc., they did not abandon all hope of co-operation. They 
simply perfected an old idea, that of trade associations, the possi- 
bilities of which, hitherto, had not been fully appreciated. 

When these associations began to curtail production and manipu- 
late prices the courts had no hesitancy in bringing them under the 
ban of the law. This necessitated a change of front, and trade associa- 
tions shifted the scene of action and resorted to subterfuges, while the 
courts trailed behind trying to restrict unfair practices—setting up 
their own standards. The general public was lost in the hundreds of 
organizations, multifarious activities, and complicated evanescent 
court decisions. 

At this point the National Industrial Conference Board comes 
forward and presents this logical, readable treatise, which shows their 
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practical importance and by an analysis of hundreds of decisions lo- 
cates the exact point where legal activities end and illegal activities 
begin. 

The author divides his work into five parts. The first is a simple 
discussion of their nature and development plus an analysis of the evo- 
lution of public policy toward competition and co-operation. These 
have been ably considered by Mr. Naylor and Mr. Jones in their 
works and by the Department of Commerce in its study in 1923, but 
they are well summarized here in less than fifty pages. 

In the second part the illegal competitive activities are consid- 
ered. As long as any organization restrains trade, whether by curtail- 
ment of production, exclusion from the markets, or manipulation of 
prices, it comes under the ban of the law. Trade associations are not 
excepted from this rule. 

The author then considers their legal competitive activities, such 
as operation of exchanges, collection and dissemination of trade sta- 
tistics and credit information, standardization of products, and the 
development of trade standards. It is interesting to note that the 
author had considerable difficulty in disposing of the cases of the 
Maple Floor Manufacturers’ Association and the Portland Cement 
Dealers’ Association recently decided by our national Supreme Court. 

The author also considers the activities unrelated to competitive 
conditions, such as research, stimulation of demand, and improve- 
ment of employment relations. The last division “attempts a general 
appraisal of the accomplishments of the trade-association movement, 
its future prospects, and the soundness of the existing policy of the 
law toward these instruments of business co-operation.” In the de- 
velopment of trade standards, perfection of research problems, and 
solution of employment difficulties the trade association finds its 
true justification, rather than in the suppression of competitive condi- 
tions. , 

In the appendixes the author has included an estimate of the 
number and a list of representative trade associations, the cross-li- 
cense agreement of the National Automobile Chamber of Commerce, 
typical rules for commercial arbitration, and some of the significant 
decrees on trade-association activities. 

This work is not the final authority on trade associations, but as_ 
to arrangement, content, and impartiality in analysis it surpasses all 
efforts in the field. The National Industrial Conference Board has 
undertaken to determine the effect of antitrust legislation on business, 
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and this volume is its first fruit. It is timely, impartially written, and 
should be read by every practical business man before he passes upon 
the wisdom of antitrust legislation. 
Joun G. Hervey 
UNIVERSITY OF PENNSYLVANIA 


The Life and Reign of Edward the Fourth, King of England 
and of France and Lord of Ireland. By Cora L. ScoFIELp, 
Pu.D. 2 vols. London and New York: Longmans, Green 
& Co., 1923. 

Miss Scofield’s life of Edward IV has been hailed by the reviewers 
as a work of special merit, and deservedly, we think. 

Here are two formidable-looking volumes, and, when we count the 
twenty-five or more years of toil, the expense of numerous trips across 
the Atlantic to the Museum and the Record Office and other of the im- 
portant libraries in and around London, necessitated in the simple 
gathering of material, the careful and painstaking comparison and bal- 
ancing of statements of enthusiastic but mutually contradictory chron- 
iclers, the checking up of endless public records, we begin to realize 
the fact that such books are not only formidable, but in these days of 
light and so-called “popular” literature, unusual. Moreover, in esti- 
mating the value of such a book we must abandon the standards of 
the ordinary reviews of the said popular literature. This is a book the 
value of which is not to be measured by the amount of the author’s 
royalties or the demands at the book stalls; neither, I think, will the 
author’s satisfaction in her work be measured by any such two-penny 
rule. Her joy will be that of the artist who has created something and 
sees in the work itself, in spite of all that it has cost, something worth 
while. Two-penny reviewers may carp about the uselessness of writing 
books that are not sold to many and are read by still fewer. Yet here 
is the book, a monument to the toil and devotion of a scholar’s life, its 
method irreproachable and fully representing the approved canons of 
scientific research. Such books are fundamental to our present knowl- 
edge. No library can be complete or of value without them, and hence- 
forth no scholar who wishes to write upon Edward IV will dare to 
write without weighing well Miss Scofield’s conclusions. In a word, we 
have here what has already been greeted in the English Historical Re- 
view as “the most valuable contribution to the history of fifteenth cen- 
tury England that has been made in recent years.” 
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Miss Scofield’s method is specially worthy of commendation. She 
lets the facts speak and does not burden her pages with unnecessary 
comment. What is obvious needs no comment. In the light of this 
presentation Edward does not appear as a brilliant opportunist re- 
turning again and again to crash victory from defeat. There is nothing 
heroic about him. He is a gambler, playing fast and loose the mad 
game of politics. That it was a dangerous and often a bloody game in 
the fifteenth century, its triumphs frequently disgraced by ruthless 
cruelty, does not make its figures more heroic. They were just bold, 
bad men, who had little respect for the laws of God or man—the kind 
of men that we hang sometimes nowadays with the general approval 
of the public. That they were noble-born or played for high stakes 
does not make them more commendable. 

Further, Miss Scofield shows that Edward was not a statesman, 
but a drifter, always inclined to follow what promised to be the easiest 
course for the moment. Edward really was void of any “astute mo- 
tives” of commercial or diplomatic policy. He was no match for the 
wily Louis XI, but was outwitted by him again and again. In 1474 
even the Hansards got the better of him and forced what were in fact 
reluctant concessions from him. He had a practical interest in com- 
merce, but so also had most of the noble-born gamblers about him, 
whether lay or ecclesiastic; they were inspired, not by any farsighted 
purpose of laying foundations for a national commerce that should be 
developed later, but by the ignoble instinct of greed. Here was an 
easy method of securing the wealth that the fast life of the time de- 
manded of the ambitious man who would shine in the blazing galaxy 
that centered about the throne. 

So also the commonly alleged interest of Edward in art or learn- 
ing was only the natural interest of a vainglorious and tawdry charac- 
ter who ever seeks new ways of satisfying a taste for lavish expenditure, 
and is in no way moved by the glory of the dawn that was burst- 
ing upon the world. 

This is the Edward, the fourth of the name, set forth in the somber 
light of the array of facts that Miss Scofield has presented: a crowned 
gambler, a lucky wastrel, who combined the tawdriness of Edward III 
with the indolence and indifference of Edward II, with much of the 
good fortune of Edward I, but without any of the elements that de- 
servedly connect the name of the first Edward with that of Alfred and 
William and the others of the long list of crowned statesmen and he- 
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roes who illustrate and glorify English character and have made the 
history that the English-speaking race are so justly proud of today. 
BENJAMIN S. TERRY 
FAIRHOPE, ALABAMA 


The Grain Supply of England during the Napoleonic Period. 
By W. F. Gatpin. London: Macmillan & Co., Ltd., 1925. 
Pp. x+305. 

The Napoleonic period is one of special interest to the economic 
historian, not alone because of the critical position of England and the 
European nations from a political and military standpoint, but chiefly 
because it is one in which, perhaps to a greater degree than in any 
other, changing economic conditions were forcing changes in business 
methods and in accepted governmental policy. Mr. Galpin’s study of 
the grain supply of England merits consideration as a careful and in- 
tensive study of a trade of vital importance to England at a time 
when expediency demanded the modification of the traditional meth- 
ods of trade control to meet new conditions. 

He presents first a survey of the factors at home and abroad 
which made the importation of grain of such significance—increased 
population, deficient harvests in various years, and interruptions to 
the normal inflow of grain—together with an explanation of the cus- 
tomary methods by which the corn trade was regulated, and then pro- 
ceeds to a detailed description of the expedients which were adopted 
in the attempt to assure the consumer of an adequate supply of grain 
at a reasonable price and at the same time to protect the domestic pro- 
ducer. 

A chapter is devoted to the measures taken by the government to 
safeguard the interests of the sugar planters of the West Indies, who 
found themselves facing ruin as a result of the loss of their European 
markets. The reviewer feels that a disproportionate amount of space 
is given to this topic. It is not of major importance in developing the 
main thesis, although it has considerable intrinsic interest and is use- 
ful in showing the complexity of the problems which faced the govern- 
ment. 

Perhaps of greatest interest is the account of the operation of the 
system of licensed trade indulged in both by Great Britain and by 
France; a trade which not only violated the accepted canons of com- 
mercial policy, but encouraged trading with the enemy. By this device 
the strictest regulations, the most sweeping non-intercourse acts and 
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blockades could remain in force—and yet France could find a market 
for her surplus grain in England! 

The study ends with an appraisal of the relative and absolute im- 
portance of various sources of supply of grain, partly in order to give 
a more vivid picture of the grain supply as a whole, and apparently 
partly to raise the question as to whether the Emperor could have 
starved England into submission by a strict enforcement of the Con- 
tinental System at a critical time in the English corn trade, as in 1808, 
or again in 1810, when, out of a total import of 1,567,125 quarters of 
wheat, 1,306,441 came from the French empire or its allied states. 
With Mr. Galpin’s conclusion that this was possible, and, furthermore, 
that the Emperor himself realized the impossibility, few will be dis- 
posed to quarrel. 

The book is well supplied with references, and there is an exhaus- 
tive and extremely useful critical bibliography of source and sec- 
ondary material utilized in preparing the study. Mr. Galpin has evi- 
denced a thor »ughness and care in his preparation which is admirable. 
Nevertheless one might wish that the task of organizing some of the 
chapters had been done with greater success. The reviewer has in 
mind chapter vi as a specific example of a failure to suppress, or suc- 
cessfully to subordinate, detail in such a way as to bring into clear 
relief the main outline of the chapter. A highly technical study pre- 
sents difficult problems of organization, but surely not insoluble ones. 
However, in spite of defects of this nature, Mr. Galpin has done pio- 
neer work in an important field, and his study helps to fill a marked 
gap in our knowledge of the period. 

Norman S. Buck 

YALE UNIVERSITY 


Corporation Secretary's Guide. By WitttAM H. Crow, A.B., 
LL.B. New York: Prentice-Hall, Inc., 1926. Pp. xx+ 
764. $10.00. 

This is a very detailed and complete reference or handbook con- 
cerned with the tasks of a corporation secretary. Perhaps there is no 
better way of indicating the field covered than by setting down a list 
of topics discussed: the nature and scope of the secretary’s office; 
qualifications and training of the corporation secretary; the secre- 
tary’s concern with preorganization matters; incorporation and or- 
ganization; management and control of the corporation; oath, seal, 
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reports, and notices; stockholders’ lists, meetings, and proxies; du- 
ties preliminary to meetings; directors’ meetings—minutes and notifi- 
cations; legality of corporate meetings and elections; books and rec- 
ords; stock transfer books and systems and their supervision; transfer 
requirements; transfer requirements of inheritance-tax laws; case 
law—state stock transfer tax laws and federal statutory provisions 
affecting transfers; systems of handling transfers; corporate taxation 
and the secretary’s responsibility in tax matters; secretary’s miscel- 
laneous duties; secretary’s duties in respect to security offerings; legal 
and practical aspects of privileged offerings; current methods and pro- 
cedures in rights issues; commercial law—the law of contracts. 

The book is particularly useful in that it presents digests of the 
incorporation, corporate tax, and blue-sky laws of the several states 
and in that corporate secretarial record and report forms, procedures, 
etc., now in use are freely reproduced. The legal phases of incorpora- 
tion, financing, stock transfer, and corporate conduct are treated at 
some length; and several valuable corporate forms are reprinted. 

There are perhaps two main weaknesses. First, the author has not 
clearly defined the place of a secretary in business organization. Thus, 
relying on what many secretaries now do, he runs into the field of cor- 
porate finance. This he handles very sketchily and inadequately; ob- 
viously much duplication of available material occurs. Unless we de- 
fine our functions in business organization, this sort of duplication will 
continue. Second, the organization is entirely topical. No attempt at 
classification in terms of broad task-groups is made. This does not fa- 
cilitate reading and certainly hampers recall of the material. The im- 
pression gained is a “messy” one. Just why chapter xxiv should try to 
present a background in commercial law when earlier chapters have 
dealt with corporation and tax laws is beyond this reviewer’s ken. The 
background should either be assumed or else be given earlier and in 
more detail. 

The book should be particularly useful to corporation officials, 
such as the treasurer, president, secretary, and directors. 


UNIVERSITY OF CHICAGO S. P. MEECH 


Population. By A. M. Carr-SAuNpERS. London: Oxford Uni- 
versity Press, 1925. Pp. 112. $1.00. 
This book is intended as a very brief manual of introduction for 
the general reader who may become interested in the general discus- 
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sion of the population problem, which is being carried on in all cir- 
cles (pp. 58, 102). The book therefore takes its place with the earlier 
general survey books by Cox (The Problem of Population, 1922) and 
Wright (Population, 1923). The subject matter of the book is divided 
into ten very brief chapters, nine of them being devoted to an expo- 
sition of the main factors underlying the quantitative aspects of the 
population problem, and the final chapter to a very brief consideration 
of the qualitative aspects (cf.p. 103). The first five chapters (“Cen- 
suses,” “Increase of Population,” “History of Population,” “Theory 
of Population,’ “Optimum Density”) are given over to the develop- 
ment in general terms of the thesis of “optimum density” earlier set 
forth by the author in The Population Problem: A Study in Human 
Evolution (1922). The remaining chapters are devoted to a discus- 
sion of the various aspects of the modern population problem, includ- 
ing: “Birth Control,” “World-Population in the Future,” “Population 
and International Relations,” “Density of Population,” and “Qual- 
ity of Population.” This brief treatment of the main aspects of the 
population problem is of high merit. Although written primarily with 
the English situation and problems in mind, it is well deserving of at- 
tention by the general American reader. It should also prove help- 
ful to the student desiring a concise introduction to the population 
problem. 


First Essay on Population, 1798. By THomas RoBert Mat- 
THUs. With Notes by James Bonar. London: Macmillan 
& Co., Ltd., 1926. Pp. xv-+396+xxvii. 10s.6d. 

Students of the population problem will eagerly welcome the re- 
print of Malthus’ first Essay on The Principle of Population. With 
the revival of interest in the population problem, students have felt the 
need of access to the first Essay. The reprint, under the direction of 
the Royal Economic Society, endeavors to reproduce the Essay of 1798 
with the least possible change, and preserves its features not only in 
the lines, pages, and spelling, but even in color of paper and style of 
binding. James Bonar has contributed notes designed to show the 
transition from the first to the second Essay of 1803, and to explain 
certain obscurities in the text of the first Essay. 





436 BOOK REVIEWS AND NOTICES 


Kyoto University Economic Review, Vol. I (July, 1926). Ed- : 
ited and published by the Imperial University of Kyoto. 
Tokyo: Maruzen & Co. 

This is the first number of a series of memoirs which will be pub- 
lished in English twice yearly or at more frequent intervals. Through © 
this periodical the results of the studies conducted by members of the ~ 
university faculty are to be made accessible to the Western world. The ~ 


issue contains articles of general theoretical interest, as well as descrip- 4 


tive and analytical studies of some of Japan’s special problems. The ~ 
Review will be particularly welcome to those not possessing a reading © 
knowledge of Japanese as making available a larger portion of the re- © 
sults of economic research in Japan, and is significant of the growing 
interest in this field of study in that country. 


Introduction to Public Finance (5th ed.). By Cart C. PLEHN, 
New York: The Macmillan Co., 1926. Pp. xiv+451. : 
This, the fifth edition of an elementary text on public finance, ~ 
first published in 1896, is little more than a re-issue of the fourth edi- ~ 
tion of 1920 brought down to date. The sections on the inheritance ~ 


and income taxes and on budget administration have been revised in ~ 


the light of recent changes. Elsewhere, but minor changes have been 
made, sufficient to make the historical illustrations and statistical © 
facts pertinent. A brief appendix on “Federal Aid in Highway Con- 
struction” has been added. The Bibliography has been revised. 








